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1. Welcome and Opening Remarks 

 

The chair opened the meeting with a welcome and committee members 

introduced themselves.   

 

2. Approval of Joint Policy Committee Meeting Minutes of  March 25, 2004 

 

The minutes of the previous meeting were approved. 

 

3. Competition for Land Use: Projections, Forecasts, Monitoring,  

 

This item was deferred to the next meeting. 

 

4. TOD Policy Choices 

 

James Corless led the Committee in a discussion of four of the nine key 

issues MTC is considering in finalizing its transit-oriented development 

policy for Resolution 3434 transit projects.  The four questions which Mr. 

Corless asked the Committee to address were: 

 

• Thresholds for housing and jobs:  What are the appropriate housing 

and/or job measures for the corridor level thresholds? 

 

• Affordable housing:  Should the TOD policy require affordable 

housing in the corridors?  

 

• Parking management:  Should the policy require local parking 

policies for land uses close to transit stations, e.g. maximum ratios 

and pricing? 

 

• Auto-dependent uses:  Should the TOD policy prohibit auto-

dependent uses, e.g., big box retail? 

 

There was a lively discussion but no clear consensus on any of the 

questions.  In part, this was because two criteria could be applied to each 

issue: (1) substance, i.e., what impact did the policy option have on the 

quality of the transit oriented development and (2) jurisdiction, i.e., what 

was the appropriate role for MTC on this subject.  For example, almost 

everyone felt that Big Box retail was inappropriate in transit development 

areas, but not everyone felt it was the region’s role to dictate this land-use 

prohibition. 

 

As well, nearly everyone agreed that well designed mixed use was 

required to make transit station areas work.  Mixed uses contribute to 

livability and pedestrian friendliness, reduce the need for non-work trips 

and can help reduce housing/jobs imbalances.  However, there was not 
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agreement on whether both housing and job targets were required (or 

should be required) to achieve the right use mix. 

 

The issue around affordable housing was largely one of perception:  

should it be characterized as “affordable” housing “work force” or “entry-

level” housing.  Some saw a substantive difference among the terms; 

others did not.  Some argued for a requirement; others suggested that a 

rigid requirement would result in a push back from localities and that 

rewards were more appropriate at this stage in TOD policy evolution. 

 

The manner in which development was described was seen as important:  

economic development was perceived as attractive to existing 

neighborhoods; housing, and affordable housing in particular, was less 

attractive.  Making the connection between housing, economic 

development and jobs was required to sell change. 

 

Parking policy was also seen as key for making transit areas work, but 

there was not agreement on how that parking policy should be 

implemented. 

 

5. Regional Housing Needs Allocation 

 

Business, Transportation and Housing Secretary Sunne Wright McPeak 

spoke to this item.  The speaking notes for Ms. McPeak’s comments are 

on the JPC web site: 

http://www.abag.ca.gov/jointpolicy/jpc_presentations.htm 

 

Ms. McPeak placed a changed RHNA process in the context of emerging 

state housing policy, which in turn is driven by an integrative vision of the 

relationship between housing, transportation, land-use, economic 

development and environmental quality.  The state is trying to avoid 

“dumb growth” and sees “housing at the right place” as key to achieving 

that goal.  The state believes that the California economy is threatened by 

the inability to provide enough appropriately located housing—

particularly housing affordable to working households—and also sees 

housing quantity and location as key to dealing with a growing 

transportation problem. 

 

Draft legislation is proposed to amend the state requirements related to the 

housing and land-use elements of general plans, and this will also affect 

the RHNA process.  Cities and counties will be held responsible for taking 

care of their own through twenty-year housing plans, housing zoning for 

ten years, and action plans covering five years.  COGs, like ABAG, will 

have responsibility for facilitating negotiations among localities so that 

they can meet their obligations in association with their neighbors.  The 

state is looking at rewarding performance with additional infrastructure 

http://www.abag.ca.gov/jointpolicy/jpc_presentations.htm


JPC Minutes—April 15, 2005  Page 4 

investment and continuing tax dollars related to new growth.  The state 

also recognizes that it will have to facilitate affordable housing with 

broad-based subsidies rather than relying exclusively on the narrow and 

inequitable base that results from inclusionary zoning. 

 

The Secretary talked further on the state initiative to improve CEQA, 

which she believed was being used inappropriately as a substitute for good 

planning.  She indicated that it was preferable that funds be used to 

directly improve the environment, rather than being consumed by wasteful 

project-specific EIR processes and litigation. 

 

In discussion, a number of issues were raised, including: 

 

• The need for ABAG to have a stable source of funding in order to 

permit it to participate fully in the regional planning and housing 

process; 

 

• The possibility that some limited imposition of regional control 

over local land-use decisions might be helpful to the state, to the 

region and even to localities; 

 

• The possibility that progressive revenue sources, like the income 

tax, may be required to support the state’s affordable housing 

aspirations; 

 

• The difficulties that some local governments have in imposing 

inclusionary zoning, particularly when they are already in a poor 

competitive position; 

 

• The care needed when imposing universal state “as of right” 

conditions such as that which allowed secondary units (These 

might be appropriate in large, suburban back yards but severely 

impinge on privacy in urban subdivisions with smaller lot sizes.  

One size does not fit all.); 

 

• The need to protect rural counties from metropolitan growth 

pressures, so they can truly take care of their own; 

 

• The need to reward municipalities not just for future growth but 

also for what they have already done to accommodate growth; 

 

• The desirability for environmental legislation that requires 

localities to mitigate the impact they have on their regional 

neighbors; 
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• The possibility that a state database on underused sites and 

potentially redevelopable sites would be made available for local 

planning use;  

 

• The need to acknowledge that both rental and ownership stocks 

have a role to play in housing supply and affordability, noting that 

rental will always be the dominant affordable player and that poor 

construction dispute resolution is limiting multi-family ownership 

opportunities. 

 

6. Joint Policy Committee Rules and Procedures 

 

 The staff report was received for information. 

 

7. Future Agenda Items 

 

These were received for information. 

 

8. Other Business 

 

There was none. 

 

9. Public Comment 

 

Public comment offered relative to the scheduled agenda items is 

incorporated in the summary of those items.   

 

A member of the public requested that the member agencies clarify the 

procedure for preparation of air quality plans now that the role formerly 

played by the Regional Agencies Coordinating Committee (RAAC) has 

been assumed by the JPC. 

 

A suggestion was made that the JPC web site include an ability for 

interactive comment from the public.  That capability has now been added: 

http://jpcforum.abag.ca.gov/. 

 

 

 

http://jpcforum.abag.ca.gov/
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ITEM #3 

 

 

  

 

 

From:  Paul Fassinger, ABAG Research Director 

To:  Joint Policy Committee 

Re:  Competition for Land Use: Projections Forecasts, Monitoring, Measurement 

Date: April 6, 2005 

 

Summary: 

 

Several issues involving competing land uses have been brought before the JPC: Whether 

there is adequate space to accommodate goods movement; forecasts of, and policies to 

encourage Transit-Oriented Development (TOD); land uses that should be buffered from 

sensitive receptors to air quality. These issues appear to fit into the existing Smart 

Growth monitoring and Projections forecasting process. However, more explicit 

measurement and monitoring specific to these issues may be needed. Potential 

recommendations for additional monitoring and measurement are offered for the JPC to 

consider.  

 

Land Use Issues That Have Come Before the JPC 

 

A variety of issues presented to the JPC have suggested the need for changes to land use 

planning policies. The goods movement study described at the February 25
th
 meeting 

identifies the need for a goods movement/industrial component to regional land use 

planning. It also notes the importance of land use conflicts around major airports and 

seaports that could threaten the viability of critical regional gateway facilities. In addition 

there is a concern that land currently occupied by manufacturing facilities is being 

converted to residential uses.  

 

A brief review of ABAG’s land use database does not convince us that there is a clear 

conflict with either current or forecasted development around major gateway facilities. 

However, significant potential growth is expected in places like West Oakland. Important 

conflicts could occur.  

 

Presentations on transit oriented development have described potential policies and 

MTC’s TOD study which showed the important focus of future development that TOD is 

expected to become. Regional policies promote growth in both TOD areas and in existing 

urban areas. Whether land use policies and plans are becoming more supportive of this 

pattern of development is central to our continuing monitoring activities. 

 

At the last meeting the BAAQMD described its ozone strategy. The discussion included 

the importance of considering whether land use patterns put sensitive receptors near 

significant local sources of pollution. A draft hand book by the California Environmental 
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Protection Agency on air quality and land use outlines recommendations for appropriate 

land use. It is not clear that this sort of issue was explicitly considered when regional land 

use data was developed. 

 

Recommendations 

 

The existing regional monitoring and Projections forecasting process tries to consider 

these types of issues. These issues could be more explicitly considered in the monitoring 

and recommendations that are made to ABAG’s Executive Board about the policy 

assumptions that go into future Projections forecasts.  

 

The JPC should recommend to ABAG that some explicit measurements be developed and 

that its Executive Board should make specific findings about the consistency of its 

forecast with: industrial and goods movement needs in the region, with the expected level 

of TOD and infill development in the region; and with policies that recognize conflicts 

between sensitive air quality receptors and certain land uses.  
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ITEM #4 
Date:  May 18, 2005 

 

To:  Joint Policy Committee 

 

From:  Regional Planning Program Director 

 

Subject: Transit-Oriented Development (TOD) Policy for Resolution 3434 Projects 

 

 

The Metropolitan Transportation Commission (MTC) has released the final draft of its proposed 

Transit-Oriented Development (TOD) policy for public comment prior to consideration by the 

Commission’s Planning and Operations Committee and then by the full Commission in June.  

The Joint Policy Committee (JPC) has been an active participant in the development of this 

policy.  TOD has been on five of the eight JPC agendas since September and has been the 

subject of lengthy, energetic and thoughtful discussion.  The JPC has also received extensive 

public comment on the TOD proposal. 

 

Between now and the Commission’s consideration of the policy next month, there will doubtless 

be a number of detailed issues raised and perhaps some opportunity to fine-tune the policy in 

response.  There is, however, one single issue that will dominate most of the debate and will be 

less easy to resolve to everyone’s satisfaction.  That issue:  does the policy go far enough or does 

it go too far?  This Goldilocks-like question needs to be evaluated in the context of the 

Resolution 3434 projects to which the TOD policy applies and in the context of the region’s 

larger objectives for compact, transit-oriented development. 

 

In the context of the Resolution 3434 projects, you will hear arguments that the jobs and housing 

thresholds are too low and counter arguments that they are too high.  There is no absolute truth 

that will settle this debate.  In my view, higher thresholds than those proposed are both desirable 

and achievable in well-planned transit corridors.  However, ideal densities are a lot more 

achievable if decisions about alignment, station location and land-use are made simultaneously.   

With respect to the Resolution 3434 projects, land-use considerations are out of sync; they come 

after routes and stations have been effectively fixed.  The absence of synchrony leads to 

inevitable constraints: physical constraints (the amount of readily and appropriately developable 

land), community constraints (neighborhood acceptability and compatibility with existing 

development), and political constraints (amenability to new rules).  Within this imperfect 

context, compromise is required.  Those responsible for drafting the policy have judged that the 

thresholds suggested will be challenging, but that they are not so high as to prohibit success; in 

the end they will make a realistic and realizable difference, and that difference will be well 

worthwhile.  I concur with those judgments. 

 

In the context of the region’s larger objectives for compact, transit-oriented development, if 

MTC is successful in achieving the 3434 TOD policy target, it will have re-directed about eleven 

percent of growth expected in the region over the next twenty-five years.  Higher thresholds 

would raise that percentage only marginally.  The region’s vision (The Smart Growth Strategy / 
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Regional Livability Footprint Project) establishes a target of locating fifty percent of the region’s 

growth in TOD areas, mostly at pre-existing transit stations and along pre-existing transit 

corridors.  With the MTC Resolution 3434 policy in place, the JPC still has the daunting task 

ahead of developing the policy and incentives required to ensure that an additional thirty-nine 

percent of the region’s growth is also transit-oriented.  Difficult as it has been and will continue 

to be, TOD for the Resolution 3434 projects is the easy part of vision implementation.  

Resolution 3434 TOD is supported by an obvious policy lever: regional discretionary funding.  

For the next round of TOD initiatives there is no single natural incentive.  A more complicated 

approach, involving multiple incentives and a great deal of voluntary collaboration, will be 

required. 

 

In sum, the Resolution 3434 TOD policy, while ambitious and a clear break with the past, is only 

a start on a difficult journey.  It is a necessary and appropriately cautious first step.  However, 

most of the trip still lies ahead. 

 

I RECOMMEND: 

 

THAT the Joint Policy Committee endorse adoption by the Metropolitan Transportation 

Commission of the attached MTC Resolution 3434 Draft TOD Policy for Regional 

Transportation Expansion Projects. 



ITEM #4(2)   

 

TO: Planning and Operations Committee  DATE: May 13, 2005 

FR: Executive Director   

RE: Transit Oriented Development (TOD) Policy for Resolution 3434 Projects 

 

 

This memorandum provides a proposed update to Resolution 3434, the Regional Transit Expansion 

Program, to incorporate a Transit-Oriented Development (TOD) Policy for transit expansion 

projects receiving regional discretionary funds. The TOD Policy is based upon a year long TOD 

study involving extensive stakeholder outreach. The TOD study findings and comments from the 

outreach process have been used to formulate key features of the policy.  The draft policy is 

presented in Attachment A and staff requests the Committee’s approval to release it for public 

comment and review. The final policy will be brought to this committee in June.  Once adopted, 

satisfying the requirements of the TOD policy will be a condition for receiving regional 

discretionary funds in Resolution 3434. 

 

The initial TOD policy framework was included in a draft white paper that has been widely 

circulated since November 2004.  Since that time, our TOD study consultants—the Center for 

Transit-Oriented Development—have undertaken a critical analysis to determine whether the 

corridor-level jobs and housing thresholds in the proposed TOD policy are achievable.  We have 

heard significant feedback that MTC should be mindful of the market demand for transit-oriented 

development in different corridors, particularly in less urbanized parts of the region.  The revised 

jobs and housing thresholds proposed in the attached policy are indeed scaled to what our 

consultants believe is a conservative estimate of future market demand for transit-oriented housing 

and jobs. Attachment B depicts the results of the analysis of both land capacity and market demand 

for four case study corridors that demonstrates the feasibility of our proposed jobs and housing 

thresholds. 

 

In April 2005, staff developed a refined set of nine key policy questions that were distributed for 

review to a variety of stakeholders and local government staff, members of the Joint Policy 

Committee, MTC’s Advisory Council, and MTC’s Transportation-Land Use Task Force that is 

comprised of transit agencies, congestion management agencies, local government planning staff, 

the regional agencies and a variety of interest groups.  As you know, each of these issues also was 

discussed in detail at the April Commission workshop.  Based on this outreach, staff has developed 

a final draft of the TOD policy for Resolution 3434 projects that incorporates the following 

approach to each of the nine policy issues: 
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Application of the Policy 

 

(1) Funding Leverage: The TOD policy applies to all Resolution 3434 projects with regional 

discretionary funds, regardless of level of funding. 

 

(2) Type of Project: The TOD policy applies only to physical transit extensions funded under 

Resolution 3434 (see list of projects in Attachment A, Table 3).  

 

Corridor Level Thresholds 

 

(3) Housing and Jobs Thresholds: After hearing strong support from both the Commission and 

members of the Joint Policy Committee, measures for both housing units and jobs are proposed for 

the quantitative corridor threshold with a minimum for housing units nested within the combined 

requirement.   

 

(4) Affordable Housing: MTC will not require any minimum amount of affordable housing in the 

corridors, but will give additional numerical weight to below-market units as an incentive toward 

meeting the corridor level housing threshold. 

 

(5) Landbanking: A limited form of landbanking is allowable in order to meet the corridor level 

thresholds for jobs and housing.  For the purposes of the TOD policy, this will be limited to the 

conversion of existing uses only (i.e. future commercial uses that have not yet been permitted but 

may be converted to housing subsequent to the commercial use cannot be counted as future housing 

for the purposes of this policy).  The conversion of any existing use must be accompanied by a 

specific plan (or equivalent) and the appropriate implementation mechanisms including zoning 

changes. 

 

Station Area Planning Grants 

 

(6) Funding for Station Area Plans: Resolution 3434 corridors that do not meet the corridor-level 

jobs and housing threshold under existing land use conditions will be the top priority for funding.  

MTC will partner with the Association of Bay Area Governments (ABAG) in addition to the local 

transit agencies and Congestion Management Agencies (CMAs) to develop and implement the 

Station Area Planning Program. A pilot program for Station Area Planning Grants will be initiated 

in the next several months, and will be used to better define the criteria and eligibility for future 

funding cycles.  This pilot cycle of grants will be restricted to Resolution 3434 corridors, but will 

include a diversity of station area planning efforts—including corridors that may or may not already 

meet the jobs and housing threshold—in order to gather a broad range of experience and expertise.   

 

(7) Regional Design Guidelines: MTC will rely on existing TOD design guidelines that have already 

been developed by ABAG, local jurisdictions, transit agencies, the CMAs and others.  MTC will 

work with ABAG to provide specific guidance on issues that must be addressed in the station area 

plans and references/information to support this effort. 
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(8) Parking Standards: Local jurisdictions will be required to analyze residential and commercial 

parking demand as part of the station area planning process and to adopt local parking standards and 

policies appropriate to transit-oriented development. It should be noted that MTC is are about to 

undertake a major study of TOD-related parking policies and programs through a Caltrans-funded 

grant, and will provide the information, findings and recommendations to local jurisdictions. 

 

(9) Auto-Dependent Uses: MTC will not require local jurisdictions to prohibit auto-dependent uses 

from the half-mile radius around the transit station, but will require local jurisdictions to adopt their 

own pedestrian-friendly design standards as part of the station area planning process.   

 

A draft of MTC Resolution 3434 TOD Policy is attached for review and comment.  Copies of the 

draft policy will be distributed to a variety of stakeholders, particularly local government staff and 

elected officials along the affected Resolution 3434 corridors, with comments due to MTC by 

Tuesday, May 31
st
.  Since March, MTC staff has conducted significant outreach to both local 

elected officials and city staff in the affected corridors and continued efforts are planned for the 

remainder of the month. 

 

MTC staff will bring the TOD policy back to this Committee and the Commission in June 2005 for 

final action. 

 

 

 

Steve Heminger 
 

 

 

 

 
Attachments 
J:\COMMITTE\Planning & Operations\2005\May05\Resolution 3434 TOD policy.doc 
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ATTACHMENT A 
  

MTC  RE S OL UT I ON  3434  DRAFT  TOD  POL I CY  

FOR  RE GI ONAL  TRANS I T  EXPANS I ON  PROJ E CT S  

 

1. Purpose 

The Metropolitan Transportation Commission (MTC) is developing a set of policies and programs 

to improve the integration of transportation and land use in the Bay Area—including a specific 

policy to condition the allocation of regional discretionary transit funds under MTC’s control, 

provided by Resolution 3434, on supportive land use policies for station areas and corridors 

included in the region’s transit expansion program.  This policy is designed to improve the cost-

effectiveness of regional investments in new transit expansions, ease the Bay Area’s chronic 

housing shortage, create vibrant new communities, and help preserve regional open space. The 

policy will encourage transportation agencies, local jurisdictions, members of the public and the 

private sector to work together to create development patterns that are more supportive of transit.  

Project sponsors shall indicate how they will satisfy the TOD policy requirements as a condition for 

receiving regional discretionary transit investments under Resolution 3434. 

 

There are three key elements of the regional TOD policy:  

 

(a) Corridor-level thresholds to quantify appropriate minimum levels of 

development around transit stations along new corridors;  

 

(b) Local station area plans that address future land use changes, station access 

needs, circulation improvements, pedestrian-friendly design, and other key 

features in a transit-oriented development; 

 

(c) Corridor working groups that bring together CMAs, city and county planning 

staff, transit agencies, and other key stakeholders to define expectations, 

timelines, roles and responsibilities for key stages of the transit project 

development process. 

 

 

2. TOD Policy Application 

 

The TOD policy only applies to physical transit extensions funded in Resolution 3434 (see Table 3).  

The policy applies to any physical transit extension project with regional discretionary funds, 

regardless of level of funding.  Resolution 3434 investments that only entail level of service 

improvements or other enhancements without physically extending the system are not subject to the 

TOD policy requirements. 
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3.  Definitions and Conditions of Funding 

 

For purposes of this policy “regional discretionary funding” consists of the following sources 

identified in the Resolution 3434 funding plan: 

 

• FTA Section 5309- New Starts 

• FTA Section 5309- Bus and Bus Facilities Discretionary 

• FTA Section 5309- Rail Modernization 

• Regional Measure 1- Rail (bridge tolls) 

• Regional Measure 2 (bridge tolls) 

• Interregional Transportation Improvement Program 

• Interregional Transportation Improvement Program-Intercity rail 

• Federal Ferryboat Discretionary 

• AB 1171 (bridge tolls) 

• CARB-Carl Moyer/AB 434 (Bay Area Air Quality Management District) 

 

 

These regional funds may be programmed and allocated for environmental and design related work, 

in preparation for addressing the requirements of the TOD policy.  Regional funds may be 

programmed and allocated for right-of-way acquisition in advance of meeting all requirements in 

the policy, if land preservation for TOD purposes is essential.  No regional funds will be 

programmed and allocated for construction until the requirements of this policy have been satisfied.  

See Table 2 for a more detailed overview of the planning process. 

 

 

4. Corridor-Level Thresholds 

Each transit extension project funded in Resolution 3434 must plan for a minimum number of 

housing units and a combined number of housing units and jobs along the corridor.  These corridor-

level thresholds vary by mode of transit, with more capital-intensive modes requiring higher 

numbers of housing units and jobs (see Table 1).  The corridor thresholds have been developed 

based on potential for increased transit ridership, exemplary existing stations sites in the Bay Area, 

local general plan data, predicted market demand for TOD-oriented housing and jobs in each 

county, and an independent analysis of feasible development potential in each transit corridor. 

 

• Meeting the corridor level thresholds requires that—within a half mile of all stations—a 

combination of existing land uses and planned land uses meets or exceeds the overall 

corridor threshold for housing and jobs (see Table 1); 

• Physical transit extension projects that do not currently meet the corridor thresholds with 

development that is already built will receive the highest priority for the award of MTC’s 

Station Area Planning Grants. 

• To be counted toward the threshold, planned land uses must be adopted at a minimum 

through both general plans and zoning codes.  General plan language alone without zoning 

changes is not sufficient for the purposes of this policy.  Ideally, planned land uses will be 

formally adopted through a specific plan (or equivalent), zoning codes and general plan 
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amendments along with an accompanying programmatic Environmental Impact Report 

(EIR) as part of the overall station area planning process. 

• An existing end station is included as part of the transit corridor for the purposes of 

calculating the corridor thresholds; 

• New below-market housing units will receive a 20 percent bonus toward meeting the 

corridor threshold (i.e. one planned below-market housing unit counts for 1.2 housing units 

for the purposes of meeting the corridor threshold. Below market for the purposes of the 

Resolution 3434 TOD policy is affordable to 60% of area median income for rental units and 

100% of area median income for owner-occupied units); 

• The local jurisdictions in each corridor will determine the job and housing placement, type, 

density, design, etc.   

 

 

 

TABLE 1: CORRIDOR THRESHOLDS 

HOUSING UNITS AND JOBS – AVERAGE PER STATION AREA 
 

 

Project  
Type    

 
 

Threshold 
 

BART 
 
 

Light Rail 
 
 

 
Bus Rapid 
Transit 

 

Commuter 
Rail 
 

Ferry  
 
 

 
 Combined 
Housing  

Units and Jobs 
Threshold 

 

13,000 
 
 

8,000 
 
 

6,000 
 
 

5,000 
 
 

 
1,500 

 
 

 
Housing Unit 
Minimum  

 

(3,500) 
 
 

(3,000) 
 
 

(2,500) 
 
 

 
(2,000) 

 
 

 
(300) 

 
 

 
Each corridor is evaluated for the Combined Housing Units and Jobs Threshold.  The Housing 
Minimum indicates the minimum portion of the total threshold that must be met through housing.  
Either housing units or jobs may be used to satisfy the remainder of the combined threshold. 
 
For example, a four station commuter rail extension (including the existing end-of-the-line station) 
would be required to meet a corridor-level threshold of 20,000 jobs and housing units.  The corridor 
must meet this threshold with a minimum of 8,000 housing units – the difference can be made up with 
either 12,000 housing units or jobs or a combination of both. 
 
Threshold figures above are an average per station area based on both existing land uses and 
planned development within a half mile of all stations. New below market rate housing is provided a 
20% bonus towards meeting housing unit threshold.   
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It is essential to note that developing vibrant transit villages and quality transit-oriented 

development throughout the region—and building places that people will want to live, work, shop 

and spend time in—will not be accomplished simply through more housing and jobs.  Parks, shops, 

neighborhood services, street design, block size, parking policies and design features that enhance 

community character are all critical elements of creating successful transit-oriented developments.  

MTC believes that these are issues that are best addressed locally on a station-by-station basis as 

part of the proposed Station Area Plan process. 

 

 

5. Station Area Plans 

Each proposed transit project seeking funding through Resolution 3434 must demonstrate that the 

thresholds for the corridor are met through existing development and adopted station area plans that 

commit local jurisdictions to a level of housing and jobs that meets the threshold.  This requirement 

may be met by existing station area plans accompanied by appropriate zoning and implementation 

mechanisms.  If new station area plans are needed to meet the corridor threshold, MTC will assist in 

funding the plans.  The Station Area Plans shall be conducted by local governments in coordination 

with transit agencies, Association of Bay Area Governments (ABAG), Metropolitan Transportation 

Commission (MTC) and the Congestion Management Agencies (CMAs).   

 

At a minimum, Station Area Plans will define both the land use plan for the area as well as the 

policies—zoning, design standards, parking policies, etc.—for implementation.  The plans shall at a 

minimum include the following elements: 

 

• Current and proposed land use by type of use and density within the ½ mile radius, with a clear 

identification of the number of existing and planned housing units and jobs; 

• Station access and circulation plans for motorized, non motorized and transit access; 

• Transit ridership estimates and estimates of patrons walking from the station area to the station 

itself; 

• Design policies and standards, including provisions for mixed use developments and pedestrian-

scaled block size, to promote the livability and walkability of the station area; 

• Analysis of future TOD-related parking demand and parking requirements for station area land 

uses, including pricing and provisions for shared parking; 

• Implementation plan for the station area plan, including local policies required for development 

per the plan, market demand for the proposed development, potential phasing of development 

and demand analysis for proposed development. 

 

MTC will rely on existing TOD design guidelines that have already been developed by ABAG, local 

jurisdictions, transit agencies, the CMAs and others.  MTC will work with ABAG to provide more 

specific guidance on the issues listed above that must be addressed in the station area plans and 

references and information to support this effort.  
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6. Corridor Working Groups 

Each of the transit extensions subject to the corridor threshold process, as identified in Table 3, will 

need a Corridor Working Group—many already have a working group that may be adjusted to take 

on this role.  The Corridor Working Group shall be coordinated by the relevant CMAs, and will 

include the sponsoring transit agency, the local jurisdictions in the corridor, and representatives 

from ABAG, MTC, and other parties as appropriate. 

 

The Corridor Working Group will assess whether the planned level of development satisfies the 

corridor threshold as defined for the mode, and assist in addressing any deficit in meeting the 

threshold by working to identify opportunities and strategies at the local level.  This will include the 

key task of distributing the required housing units and jobs to each of the affected station sites 

within the defined corridor. 

 

The goal of the Corridor Working Group is to connect the development of station area planning with 

the development of the transit project—creating transit stations that strengthen local communities 

and promote local development patterns that effectively support the transit system.  As outlined in 

Table 2, the Corridor Working Group will continue with corridor evaluation and station area 

planning until the corridor threshold is met and supporting Station Area Plans are adopted by the 

local jurisdictions.   

 

MTC will confirm that each corridor meets the jobs and housing threshold prior to the release of 

regional discretionary funds for construction of the transit project. 

 



Memo to POC – Resolution 3434 Update 

May 13, 2005 

Page 9 

 

 

 

TABLE 2: 

REGIONAL TOD POLICY IMPLEMENTATION PROCESS  

FOR TRANSIT EXTENSION PROJECTS 

 

Transit Agency Action 

 

City Action MTC/CMA/ABAG 

Action 

All parties establish Corridor Working Group to address corridor threshold.  Conduct 

initial corridor performance evaluation, coordinate station area planning 

 

 

 

 

Environmental Review/ 

Preliminary Engineering 

/Right-of-Way 

Conduct Station Area Plans Coordination of 

corridor working group, 

funding of station area 

plans 

 

 

Step 1 Threshold Check: (a) corridor has sufficient existing development or current plans in 

place to meet the corridor development thresholds; If not then (b) Station Area Plans are 

completed by the time the environmental document is certified. 

 

 

 

 

Final Design Adopt Station Area Plans.  

Revise general plan policies and 

zoning, environmental reviews 

 

Regional and county 

agencies assist local 

jurisdictions in 

implementing station 

area plans 

 

 

Step 2 Threshold Check: (a) local policies adopted for station areas; (b) implementation 

mechanisms in place per adopted Station Area Plan by the time Final Design is completed. 

 

 

 

 

 

Construction Implementation (financing, MOUs) 

Solicit development 

TLC planning and 

capital funding, HIP 

funding 
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TABLE 3: 

Resolution 3434 Transit Extension Projects Subject to Corridor Thresholds 

 

Project  Sponsor 

 

Type  

BART East Contra Costa Rail Extension  BART/CCTA 

 

Commuter Rail 

BART Fremont to San Jose BART/VTA 

 

BART extension 

AC Transit Berkeley/Oakland/San Leandro Bus 

Rapid Transit: Phase 1 AC Transit Bus Rapid Transit 

Caltrain Downtown Extension/Rebuilt Transbay 

Terminal TJPA Commuter Rail 

MUNI Third Street LRT Project Phase 2 – New 

Central Subway 

MUNI 

 Light Rail 

Sonoma-Marin Rail SMART 

 

Commuter Rail 

Dumbarton Rail 

SMTA, ACCMA, 

VTA, ACTIA, 

Capitol Corridor Commuter Rail 

BART/ Oakland Airport Connector BART 

 

BART 

Expanded Ferry Service Phase 1: Berkeley, 

Alameda/Oakland/Harbor Bay, and South San 

Francisco to SF WTA Ferry 

Expanded Ferry Service Phase 2: Alameda to 

South San Francisco, and Hercules, Antioch, 

Treasure Island, Redwood City and Richmond to 

SF. WTA Ferry 

 
Note: The Downtown San Jose/East Valley: Santa Clara/Alum Rock Corridor and Capitol 

Expressway LRT Extension is a Resolution 3434 transit extension project that is currently funded 

entirely with local funds.  The TOD policy would only apply to this project if the project sponsor 

requested any regional discretionary funds. 
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ITEM #5 
Date:  March 17, 2005 

 

To:  Joint Policy Committee 

 

From:  Regional Planning Program Director 

 

Subject: The JPC in Relation to Pre-existing ABAG, BAAQMD and MTC Planning 

Committees 

 

 

The Chair of the Joint Policy Committee (JPC) has requested a report on how the JPC’s mandate 

relates to the mandates of existing regional planning committees at each of the three member 

agencies.  This memo, prepared in consultation with the Executive Directors of ABAG and MTC 

and with the BAAQMD Air Pollution Control Officer, responds to that request.  The memo sug-

gests a couple of modest ideas for responding to the expanded committee structure created by 

insertion of the JPC.   The ideas attempt to pursue efficiencies and enhance communication while 

retaining the pre-existing committees and their inclusionary benefits. 

 

The JPC 

 

The JPC derives its mandate from two sources:  the final report of the ABAG-MTC Task Force, 

dated December 19, 2003; and SB 849 (Torlakson), signed into law September 25, 2004.   

 

The Task Force report describes the JPC mandate as follows: 

 

A permanent joint policy committee, consisting of representatives of the ABAG and MTC 

Boards shall be created.  The Joint Policy Committee’s purpose is to advance integrated 

regional planning and will have authority to comment on and review any substantial re-

gional plans or strategies that are devised by either agency, and shall report directly to 

the board of each agency.  The focus of the Committee’s efforts will be to periodically 

update the regional vision and outline implementation strategies for consideration by 

ABAG and MTC.  Countywide agencies made up of city and county representatives as 

well as other regional agencies should be involved extensively in helping to update the 

Vision and creating strategies.  The Joint Policy Committee will look at its relationship 

with the Regional Agency Coordinating Committee and other standing committees of 

each agency. 

 

SB 849 elaborates on and arguably expands that mandate: 

 

The joint policy committee shall coordinate the development and drafting of major plan-

ning documents prepared by ABAG, MTC, and the Bay Area Air Quality Management 

District, including reviewing and commenting on major interim work products and the fi-

nal draft comments prior to action by ABAG, MTC, and the Bay Area Air Quality Man-

agement District. These documents include, but are not limited to, the following: 
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(1) Beginning with the next plan update scheduled to be adopted in 2008, the re-

gional transportation plan prepared by MTC and described in Section 66508 

of the Government Code. 

(2) The ABAG Housing Element planning process for regional housing needs 

pursuant to Article 10.6 (commencing with Section 65580) of Chapter 3 of Di-

vision 1 of Title 7. 

(3) The Bay Area Air Quality Management District’s Ozone Attainment Plan and 

Clean Air Plan. 

 

There are four key characteristics of the JPC mandate: 

 

1. The JPC has a core responsibility in the development and implementation of integrative 

regional strategy (currently the Smart-Growth Vision); 

 

2. In pursuing that responsibility, the JPC will involve other significant parties—particularly 

counties and cities; 

 

3. The JPC is responsible for coordinating and reviewing major planning documents from 

each agency for the implied purpose of pursuing consistency with the integrative strategy; 

 

4. However, final decision-making authority will continue to reside with the member 

Boards and Commission, and the JPC must report directly to the relevant Board(s) and/or 

Commission for final disposition of any policy recommendation. 

 

The Task Force report makes explicit reference to the Regional Agency Coordinating Committee 

(RACC).  The RACC was created to coordinate the work of ABAG, BAAQMD, and MTC on air 

quality plans.  It was also briefly charged, together with a smart-growth working group, with 

pursuing implementation of the Smart-Growth Vision.  However, it did not have time to make 

significant progress on the latter task.  As the SB 849 gives the RACC’s original raison d'etre to 

the JPC and as the Task Force report assigns smart-growth strategy to the JPC, both the primary 

and secondary mandates of the RACC have been obviated.  The RACC has not met since the 

JPC started meeting. 

 

Member Agency Committee Structure 

 

Each of the member agencies has in place an existing committee structure to advise on and con-

sider planning and policy matters. 

 

At ABAG, the Executive Board makes planning and policy decisions.  For example, the Board 

approves and adopts the policy-based population, household and jobs forecasts (most recently 

Projections 2005) and the Board adopts the Regional Housing Needs Determination.  The Re-

gional Planning Committee (RPC) is one of three standing committees of ABAG and is charged 

with studying and submitting the following to the Executive Board:  the Regional Plan for the 

San Francisco Bay Area; environmental management, housing and infrastructure planning; com-

prehensive policies and procedures; and other matters as assigned by the Executive Board.  

Nearly three-quarters of RPC members are directly elected and represent member cities and 
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counties as well as special district boards and other regional bodies.  Other members represent 

designated special or public interests.  Over the years, the RPC has been a leader in developing 

ABAG planning initiatives, including the land-use policy framework, sub-regional planning poli-

cies, and smart growth strategies. 

 

Planning and policy decisions at the Air District are made by the Board of Directors, with in- 

depth discussion of some policy and planning issues occurring at the Board’s Executive Commit-

tee.  The Board and the Air Pollution Control Officer are advised by an Advisory Council made 

up entirely of non-elected appointees selected for their expertise or interest affiliation.   

 

The Commission is, of course, the policy-making body at MTC, with the Planning and Opera-

tions Committee (POC) providing a forum for the detailed consideration of planning matters.  Of 

the three agencies, MTC has the most complex structure of committees, constituted to provide 

advice and to pursue projects and programs in partnership with other agencies.  The advisory 

committee most related to general regional transportation and land-use policy is the Advisory 

Council.   Members of the Council, all non-elected, either represent an interest or an area of 

technical knowledge. 

 

The BAAQMD and MTC Advisory Councils and the ABAG Regional Planning Committee may 

undertake their own work programs and discuss items without immediate reference to policy 

items pending before the Boards or Commission.  Information exchange may be the only in-

tended short-term result, and there may be no expectation of an imminent Board or Commission 

decision.  Part of the RPC’s mission is to elevate new issues to the fore; information exchange 

can be a first step in deciding that an issue is of sufficient import to warrant a subcommittee, 

special study, development of tools and resources, etc. 

 

In addition to standing committees, all three agencies may appoint ad hoc technical advisory 

committees (TACs) to assist with the development of particular policies or programs.  As well, 

all three agencies are members, along with a variety of private-sector and voluntary organiza-

tions in the Bay Area Alliance for Sustainable Communities.  The Alliance was the umbrella or-

ganization for the Compact for Sustainable Development and was one of the partners in the de-

velopment of the Smart Growth Strategy / Regional Livability Footprint Project, a key represen-

tation of the Smart-Growth Vision.  ABAG was the lead agency and secured the funding for the 

merged smart-growth / livability footprint work. 

 

Consolidated Committee Structure 

 

Inserting the JPC into the existing structure of major policy and planning committees results in 

the consolidated structure illustrated in the diagram on the next page. 

 

The JPC is at center of the action, developing and pursuing a regional strategy and coordinating 

regional planning work in all three agencies to ensure plans, policies and actions consistent with 

the strategy. 

 

However, policy decisions can only be made by the member Boards and Commission.  In their 

detailed policy deliberations, these bodies may rely on standing committees composed entirely of 
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Board and Commission members 

(e.g., the BAAQMD Executive 

Committee or the MTC Planning and 

Operations Committee) or commit-

tees with broader membership (the 

ABAG Regional Planning Commit-

tee. 

 

The Boards and the Commission may 

also draw upon policy advice pro-

vided by committees or councils con-

taining members from the broader 

community of interest groups and 

experts.  The ABAG RPC is a hybrid 

in that it contains both non-elected 

advisors and elected members.  It is 

both a standing committee and an 

advisory group.  From time to time, 

the advisory groups and the RPC 

may, either through their own initia-

tive or as result of a Board or Com-

mission referral, consider regional 

issues without direct reference to a pending policy decision.  This may be purely for the purpose 

of information sharing, for the objective of assessing early warnings, or to incubate new ideas 

not yet ready for prime time. 

 

Potential Issues 

 

The consolidated structure described above was not planned; it just happened.  As a result, there 

may be some issues requiring resolution.  Three inter-related concerns stand out: 

 

1. Repetition and duplication 

As major planning and policy items must be considered by an increasing variety of 

decision-making, advice and coordinating bodies, there is potential for some per-

ceived and real inefficiencies in the use of member and staff time.  For example, an 

ABAG member sitting on the JPC, the RPC and the ABAG Executive may be re-

quired to sit through essentially the same staff presentation at least three times (Mul-

tiply that number for some JPC members who sit on both Boards and the Commis-

sion!).  Staff, pursuing a major policy initiative may be required to speak to at least a 

half dozen groups within the circle of the three agencies before even taking a step out 

the door to consult with a broader constituency of local governments and the general 

public.  This places a burden on already busy Board and Commission members, adds 

to the time required to resolve major policy issues and reduces the ability of a finite 

staff resource to pursue new initiatives.  To some extent this is an unavoidable cost of 

undertaking complicated planning tasks and seeking difficult policy choices in a large 

and complex region.  It is important that no one feel excluded.  However, if we are to 
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make relatively rapid progress and not wear people out, we need to do as much as we 

can to make this process efficient and expeditious. 

 

2. Priorities and focus 

One huge reality for the Bay Area is that the resources available to pursue integrated, 

strategic regional planning of the type mandated to the JPC are limited.  Planning in-

vestigations not directly related to the regional strategy serve a useful purpose, but 

every resource they consume is a resource not available to the integrative strategy and 

its implementation.  To the extent that regional resources are used by advisory or 

standing planning committees independent of and unrelated to the consolidated re-

gional planning mandate, the ability to meet that mandate is diluted.  Agencies may 

need to make choices between independent planning programs and their demonstrable 

benefits and consolidated work on the regional strategy.  Without a net increase in re-

sources or hard choices about priorities, we will not be able to meet expectations for 

the JPC and the integrative regional strategy.   

 

3. Indirect connection between the JPC and the community of advisors 

As the diagram illustrates, the advisory councils and the RPC provide advice to their 

respective Boards and Commission.  The link to the JPC and its strategy and coordi-

nation mandates is indirect.  For integration to occur and for the strategy to be effec-

tive and robust, there may need to be more direct communication between the JPC 

and the advisory bodies and among the advisory bodies themselves.  A meaningful 

connection with the Bay Area Alliance and the other regional agencies may also need 

to be re-established, noting that the agency advisory bodies and the Alliance also have 

many members in common. 

 

Steps Toward Resolution and Improvement 

 

The existing agency committee structure, before the interjection of the JPC, is an institution.  

Some parts of it have existed for decades.  Institutions do not change quickly or easily, and the 

issues identified above are inevitable and expected.  Wholesale restructuring of the existing 

committees and their mandates risks losing the many benefits they can provide. 

 

However, the JPC and its constituent agencies can begin taking some steps to reduce redun-

dancy, focus resources and improve communication. 

 

One possible step is to do as MTC has done with the draft TOD policy, essentially turning over 

refinement and development beyond the initial draft to the JPC.  It is MTC’s intention to only 

bring TOD to the attention of its own Planning and Operations Committee and Commission at 

key policy junctures after the JPC has carefully considered broad policy implications, received 

public comment and formulated recommendations.  The JPC will be the single focus point for an 

integrated consideration of TOD policy relative to the region’s consolidated growth and devel-

opment objectives. 

  

Taking this approach one step further would involve bringing major policy work to the JPC at its 

very inception, not in mid-stream as has been necessitated by the initiation of the TOD work well 
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before the JPC’s creation.  This would help ensure truly integrated work programs, involving ap-

propriate resources and perspectives from all member agencies, and would allow the JPC to 

clearly focus on what we are doing together, not on what we are doing independently. 

 

Another possible innovation is to use a conference model for those extraordinary instances when 

a policy initiative requires involvement of a wide spectrum of advisors.  The model is a common 

one, which most people in public life have experienced.  It would work something like this: 

 

• Various advisory councils and committees (and perhaps even groups like the Bay Area 

Alliance) would come together in one large room to hear a common staff presentation 

and maybe a panel discussion of countervailing views; 

 

• The councils, committees, and groups would then meet separately in breakout sessions to 

identify and discuss issues and formulate preliminary recommendations for the JPC; 

 

• The separate committee reports might be presented in plenary session, so groups could 

learn from one another; 

 

• Working from common themes and from areas of agreement and disagreement identified 

by the various committees and groups, the JPC (assisted by its staff) would identify an 

agenda for further discussion and possible staff work; 

 

• Depending on the complexity of the policy issue, there might be iteration through another 

conference or two until a shared, implementable package could proceed through the JPC 

to the relevant Board(s) and/or Commission.  

 

There are some obvious logistical problems in working this way, and it is inappropriate for most 

common decisions that the regional agencies currently make.  However, for major policy ques-

tions, involving multiple interests, it may be a more expeditious and informative process than the 

current method of proceeding one committee at a time.  It is certainly worthy of serious consid-

eration for the few major policy initiatives for which it would be applicable and for which the 

costs of organization can be justified by time and staff savings compared to a more disjointed 

and incremental approach.  

 

There may be other improvement ideas as well.  It is important to not get fixated on “shape-of-

the-table” issues, and we should not be concentrating on committee structure and processes at the 

cost of paying less attention to the substantive issues that really matter to the region.  However, 

we may benefit from recognizing and acknowledging that there may be issues and problems with 

the consolidated committee structure which interjection of the JPC and the objective of coordina-

tion have produced.  These issues and problems will not go away by themselves, and at least 

some small intervention and experimentation may be desirable.  It is a different regional world 

then it was this time last year, and everyone may need to adjust at least a little if we are to make 

the progress expected of us all. 
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RECOMMENDATION 

 

The Regional Planning Program Director, in consultation with the Executive Directors of ABAG 

and MTC and with the BAAQMD Air Pollution Control Officer, RECOMMENDS: 

 

THAT the JPC encourage member agencies to use new major policy initiatives as oppor-

tunities to consider how items are assigned to and processed through standing committees 

and advisory councils so as to: 

 

• Acknowledge and use the new integrative planning and coordination role of the 

Joint Policy Committee as early as possible in policy development; 

 

• Minimize unnecessary duplication and inefficiencies in the use of member and 

staff time; 

 

• Accord priority to implementation of the integrative regional vision through the 

JPC and appropriate member agencies; 

 

• Promote productive communication among advisory councils and standing com-

mittees and between those bodies and the Joint Policy Committee; 

 

• Ensure that involvement remains inclusive and considerate of all relevant inter-

ests. 
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ITEM #6 
Date:  April 4, 2005 

 

To:  Joint Policy Committee 

 

From:  Regional Planning Program Director 

 

Subject: Fiscal Reform and Smart Growth 

 

 

At its meeting of March 25, 2005, the Joint Policy Committee (JPC) requested a report back at 

its next meeting on possibilities for pursuing smart-growth-related fiscal reform through the 

current seating of the State Legislature.  This is that report. 

 

Proposition 13 and its Aftermath 

 

In the limited time available to prepare this report, I have conducted a first-cut survey of the 

many analyses done of post-proposition-thirteen local-government finance in California.  Most 

of those analyses are highly partisan and tend toward the polemic.  Unfortunately local-

government finance in California has become so complex and involves so many uncontrolled 

and uncontrollable variables that it effectively defies scientific study.  Many presumed benefits 

and costs are theoretical and unconfirmed by hard empirical evidence.  With that caveat, I have 

appended to this report two relatively objective and comprehensive assessments of the situation.  

The first is an article in the Sacramento Bee done on the twenty-fifth anniversary of Proposition 

13.  This provides a good “Cliffs Notes” version of the story.  A more complete, albeit somewhat 

less charitable, telling is in the dated but still relevant paper from Jeffrey Chapman for the Public 

Policy Institute of California.  

 

One fundamentally important observation is that the current situation is not just the result of 

Proposition 13 but is the sum of the original Jarvis-Gann amendment and all the adjustments and 

allocations that have been made since to compensate and then compensate again for the 

compensations.  My own admittedly superficial summary of the result and of the consensus of 

the more objective analysts is this: 

 

Positives 

 

• Some low-income and elderly homeowners have been protected from increases in 

property taxation (as have some less deserving individuals and corporations depending on 

how long they have held their properties); 

 

• Some property owners have a more certain, more predictable, more stable tax 

environment; 
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• There has been some moderating influence on the cost and growth of government and 

some incentives for greater efficiency and civic entrepreneurship; but. 

 

Negatives 

 

• There has been increased separation and confusion between the accountability and the 

authority for local revenue and expenditure decisions; 

 

• There has been a proliferation of anomalies and inequities—both between residential and 

commercial property classes and within classes; 

 

• Local government revenue has become less certain and more volatile; 

 

• The potential effectiveness of local government has been eroded and there has been some 

loss of service and degradation of service quality; 

 

• The distribution of fiscal incentives and controls may be sending the wrong signals to 

land-use decisions, contributing to the over-supply of retail and the under-supply of 

housing; 

 

• In spite of all the problems, (and in spite of the fact that the equity concerns that 

nominally spawned Prop 13 could have been solved with more effective and less 

disruptive means: e.g., a combination of income-tax credits for low-income home owners 

and deferred taxation for the elderly) fundamental reform is highly unlikely (Proposition 

13 is a sacred cow straddling a third rail.). 

 

Potential Reforms 

 

While as local-government officials the JPC’s members have an interest in all the consequences 

of Proposition 13 and its progeny, the JPC as a body is primarily interested in the penultimate 

bullet point under negatives:  the signals which the composite revenue system sends to the land-

use control system. 

 

Of the system tweaks proposed to deal with that problem, arguably the most effective would 

have been AB 1221 (Steinberg and Campbell) which failed to pass during the 2003-2004 sitting 

of the Legislature.  This would have permitted local governments to swap a portion of their sales 

tax revenues for state property tax revenues, thus leveling the scales between residential and 

retail uses.  There is no comparable bill before the current session. 

 

However, SB 1060 (Campbell) and AB 1146 (Huff) would signal an intent to authorize a more 

limited version of tax-base sharing and give effect to the one of the provisions of the 

constitutional amendment put into place by passage last year of Proposition 1a.  This would 

permit multiple jurisdictions within a single county to negotiate the exchange of sales and 

property tax revenues among those local jurisdictions.  My preliminary assessment of this newly 

available constitutional provision is that it would be of limited interest to cities and counties in 

the Bay Area and of limited effectiveness in facilitating smarter growth.  However, it may be 



Fiscal Reform and Smart Growth  3 

helpful to test this assumption with a couple of hypothetical Bay Area case studies, if only to 

demonstrate that more far-reaching tax-base sharing may be required, as in Steinberg and 

Campbell.  If the JPC is interested in pursuing an exploration of Proposition 1a tax-base sharing 

and a comparison to the previous AB 1221 scheme, ABAG would be the appropriate agency to 

commission and manage this study. 

 

Another bill which did not achieve passage during the 2003-2004 sitting was SB 17 (Escutia).   

This bill has been carried over and strengthened in a new SB 17 (Escutia) which is before the 

current session.  SB 17 would move toward a split roll by modifying the definition of change of 

ownership for corporately owned commercial properties and tightening ownership reporting 

requirements.  This would result in commercial properties being assessed more frequently than at 

present.  More frequent reassessment would, in turn, reduce current inequities, enlarge the 

overall base and redress the imbalance between the commercial and residential bases.  

Opponents argue that it would stifle investment, economic development and job creation. 

 

The proponents of the split roll employ the ideas of Henry George and others to argue that more 

frequent assessment of commercial properties would have positive land-use effects, encouraging 

in-fill and redevelopment.  They do not explicitly observe that the land-use benefits of current 

market valuation apply equally well to the commercial and residential bases.  While a split roll 

may arguably have some positive land-use effects, the principal reasons for its pursuit relate to 

equity and revenue generation.  While these potential benefits are worthy from a local-

government finance perspective and merit nominal support, I fear that their active pursuit could 

be a diversion for the JPC relative to its transportation and land-use mandate, particularly given 

the well-financed opposition. 

 

ACA 7 (Nation) proposes to reduce the voter requirement for special taxes from the current 

super-majority of 2/3 to 55 percent.  To the extent that this permits local governments to finance 

infrastructure and other services from general revenue and reduce the reliance on impact fees and 

other exactions, it may have positive land-use impacts.  Its primary purpose is, however, to 

permit our communities to become more livable by reducing the ability of a minority to hold 

incremental revenue hostage.  While not central to the JPC’s mission, the Bill merits support. 

 

Directly germane to the JPC’s smart-growth mandate is AB 1259 (Daucher).  This bill is also 

likely to be the most contentious among JPC members and among Bay Area local governments. 

This bill would declare the Legislature’s intent to enact legislation that would reward cities and 

counties that exceed 80% of their Regional Housing Need Assessment (RHNA) goals over a 

five-year period with an increased share of the annual tax increment that is allocated among local 

agencies in a county.  God or the Devil is clearly in the details of legislation like this, but there 

are no details yet.  

 

A parallel initiative from the Business, Transportation and Housing Agency, not yet codified in 

draft legislation, proposes to take Councils of Government (ABAG in the Bay Area) out of most 

of the RHNA process, making local governments directly responsible to the State, which would 

also impose sanctions for non-compliance.  A well-structured regional RHNA process, coupled 

with appropriate incentives could be a major tool for achieving regional smart-growth objectives, 
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but there is some possibility we could lose this tool and the opportunity it provides.  This clearly 

calls for an aggressive counter proposal from ABAG. 

 

Finally there is AB 1033 (Daucher).  This bill would appear to redress some of the presumed 

evils of the Education Revenue Augmentation Fund (ERAF), which diverted former county 

property tax revenue through the State for educational purposes.  The bill seems to return some 

of these revenues to counties.  To the extent that property tax revenues provide incentives for 

appropriate development, this is a good thing, and the bill may be moving in the right direction.  

However, the bill is also a prime example of how arcane the system of local government finance 

has become.  A reading of the bill provides no indication of its real impact if any. 

 

Conclusion 

 

There are a few opportunities in the current legislation session to influence the structure of local 

government finance so as to make it more friendly to the objective of smart growth.  The JPC 

itself has no legislative affairs capability, but can recommend directions to the legislative 

functions of its constituent agencies.  The JPC may also request those agencies to undertake 

work related to the JPC’s mandate. 

 

Recommendation 

 

I RECOMMEND: 

 

A. THAT the JPC express support for the objectives of SB17 (split roll), ACA 7 (reduced 

super majority), and AB 1033 (property tax allocation); 

 

B. THAT the JPC request ABAG to consider and report back on the advisability and 

feasibility of conducting cases studies comparing the smart-growth benefits of alternative 

tax-sharing schemes—including, but not limited to, those permitted by Proposition 1a 

and the Steinberg and Campbell proposal of 2003-2004; 

 

C. THAT the JPC urge ABAG to formulate a proposal for an RHNA process which pursues 

the smart-growth vision and provides appropriate incentives to local governments. 
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Debate over Prop. 13 still rages 

Benefits are clear at tax time; the cost is harder to see 

By John Hill -- Bee Capitol Bureau 
Published 2:15 am PDT Sunday, June 1, 2003 

As Proposition 13 approaches its 25th anniversary, California's landmark anti-tax initiative 

continues to be blamed by public policy experts for everything from unsightly blooms of auto 

malls to lackluster schools. 

But in a February poll by the Public Policy Institute of California, 57 percent of respondents 

said they thought that Proposition 13 has turned out to be "mostly a good thing for 

California."  

This gulf between policy insiders and average people speaks volumes. The drawbacks of 

Proposition 13 are hard to discern. But its windfall comes every year in the mail, in the form 

of a greatly reduced and predictable property tax bill.  

"It was a lifesaver for a lot of people," said William Falkenstein, a 73-year-old Orangevale 

resident.  

The year Proposition 13 passed, Falkenstein's property tax on his house in Los Angeles was 

poised to double.  

Falkenstein, a semiretired distributor of computer accessories, voted for the initiative "in 

spite of the dire predictions that everything would shut down. No more libraries. The police 

department and fire department wouldn't be able to service you. None of that happened. 

Things just went on as usual."  

As the state tries to find its way out of the worst fiscal morass in its history, many have 

asked whether it's time to tweak Proposition 13 -- especially with regards to commercial 

property.  

But even now, few dare to suggest tinkering with its heart and soul -- the protection it 

provides to homeowners against wild upswings in property taxes.  

The 25th anniversary promises to be followed by many more. And the legacy of Proposition 

13 -- the crazy quilt of unintended effects and attempts to circumvent its restrictions, as well 

as lower property tax bills -- continues to unfold.  

"It's not just a property tax law, it's an icon," said Joel Fox, a past president of the Howard 

Jarvis Taxpayers Association, founded by the man behind the initiative. "Proposition 13 
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attacked the status quo in 1978. It is the status quo of 2003."  

Its origins have become the stuff of legend. With housing prices rising rapidly in the previous 

five years, and assessors diligent in booking changes in value, homeowners were getting 

socked with higher tax bills. Jumps of 40 to 60 percent were common, according to a 1998 

analysis by Jeffrey Chapman, now a professor of public affairs at Arizona State University.  

Stories abounded of elderly people on fixed incomes being forced to sell their homes when 

they couldn't pay their property taxes.  

To make matters worse, the state was sitting on a budget surplus that would reach $6 

billion. That led many voters to conclude property taxes could be rolled back without severe 

cuts to government services, Chapman wrote.  

In the prior decade or so, several tax limitation initiatives had been rejected by voters after 

opponents argued that public services would be hobbled. But Proposition 13 prevailed by a 

convincing margin -- 65 percent to 35 percent.  

"I thought there might be some cutbacks, but they're certainly not going to let the fire 

departments be cut short of what they needed," Falkenstein said. "If they needed to, they 

would be shifting some funds, or operating a little bit more efficiently."  

It was a time of widespread anxiety and anger. Inflation was high, and Californians felt they 

had lost control of their financial futures, Peter Detwiler, consultant to the state Senate Local 

Government Committee, said. One of the box-office hits of the era was "Network," in which a 

deranged television anchorman urges viewers to go to their windows and shout, "I'm mad as 

hell and I'm not going to take it anymore!"  

"I think there was a whole lot of frustration and there weren't a whole lot of socially 

acceptable outlets for people to express that anger," Detwiler said. "And then one came 

along, and they took it."  

Tax limit measures would follow in other states, but, as in many areas of public policy, 

California set the standard. Proposition 13 limits property tax to 1 percent of a house's 1975 

value. The maximum annual increase in the assessment of the house's value is 2 percent, 

regardless of the skyrocketing market. The only exception is when the house changes hands, 

which triggers a reassessment at the sales price, or when it is substantially remodeled.  

That represented a dramatic change from the days when local governments decided how 

much property tax they needed, and then set the rate accordingly. Property owners' bills 

were the sum of the rates imposed by all the local governments that served them.  

Proposition 13 also required that tax measures be passed by a two-thirds vote in the 

Legislature and that "special taxes" imposed by local governments garner a two-thirds 

majority of voters.  

In the ensuing quarter century, Proposition 13 caused a dramatic swing in power from local 

governments to the state capitol. It unleashed a torrent of ingenious strategies to raise 

revenue despite its limits, and new efforts to block them. And it touched off a perennial 

debate about the initiative's effects.  

The persistence of that discussion stems in part from the simple fact that the consequences 

are hard to see.  
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"No one knows what the world would have looked like" without Proposition 13, said Marianne 

O'Malley, principal fiscal policy analyst at the nonpartisan Legislative Analyst's Office.  

In Roseville, the real fiscal blow didn't come until more than a decade later, City Manager 

Craig Robinson said.  

Proposition 13 gave the state the power to divvy up property tax revenue, which since 1910 

had been in the hands of counties and cities.  

That change in the balance of power became painfully clear to local governments in 1992. 

Faced with a severe budget crisis, the state shifted more than $3 billion in property tax 

revenue from local governments to schools, thereby relieving part of its own obligation to 

pay for education.  

"We are now dependent on them to pass revenues to us and hope they don't take it from 

us," Robinson said.  

For Roseville in the coming fiscal year, the shift to schools means a loss of $2.6 million. That 

money would have been enough to pay for a fire station, a branch library and five police 

officers, Robinson said.  

Roseville also had depended upon a utility user tax that generated $9 million a year. But that 

revenue source ran afoul of Proposition 13's requirement that special taxes be approved by 

two-thirds of voters, and is now dead.  

Roseville is just one of many case studies of municipal life after Proposition 13: local 

governments at the mercy of the state, scrabbling for stable sources of revenue.  

"I feel it every day," said Jeff Dubchansky, general manager of the Fulton-El Camino 

Recreation and Park District.  

Like Roseville, the park district didn't really feel the brunt of Proposition 13 until the 1992 

shift of property taxes from local governments to schools. Cities and counties got some 

money to soften the blow from a half-cent sales tax for public safety. But Dubchansky said 

special districts like his got nothing. Property tax revenues dropped by one third.  

Fulton-El Camino used to run three swimming pools. But, pressed for cash, it closed two in 

the 1990s, leaving only the Cottage Pool.  

Proposition 13 wasn't entirely to blame, Dubchansky said. The pools got old and needed 

more maintenance, and capital and equipment costs went up.  

But the initiative certainly played a role, especially by taking the decision of how much to 

spend on parks and pools out of local hands.  

"Before Proposition 13, you were allowed to make those decisions locally," he said. "Now you 

can't."  

The district has increased its fees, mindful of the danger that excessive charges could drive 

away people. It used to be free to attend a Halloween event, featuring a carnival, costume 

contest and haunted mansion. Now it costs $3 per person or $10 per family.  
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The district's five-member board still can seek voter approval of special assessments, and 

some of these have succeeded.  

"It's more cumbersome," Dubchansky said. "I guess that's what folks wanted."  

It's still what folks want, according to Fox, the past president of the Howard Jarvis 

association. If government officials complain about lack of control, he said, "it's because (the 

initiative) gave certainty to the taxpayer, and not the tax collector ... I don't think that 

people want to give that up."  

That was the conclusion of the February poll by the Public Policy Institute of California in 

which 57 percent said the initiative's overall effect had been good. Among homeowners, an 

even greater majority -- 65 percent -- said that it had been "mostly a good thing."  

"The bottom line is that the public doesn't recognize all the blemishes on Proposition 13 that 

policymakers have been perceiving," said Mark Baldassare, director of research at PPIC.  

People distrust government so much that they would balk at returning taxing power to local 

officials, he said -- especially considering the almost constant run-up in property values, 

which would translate quickly into higher tax bills.  

"With the government's way of doing business, there's never enough money for what they 

want to spend," said Falkenstein, the Orangevale resident. "However much they get, it all 

gets spent."  

Others think Proposition 13 is an attack on the public good.  

Paul Mattiuzzi, a 51-year-old forensic psychologist who owns a house in Arden Park, sees its 

handiwork in the squalor along major thoroughfares, a local library that's open only four days 

a week, and the higher fees he will have to pay for his daughter to attend the University of 

California, Berkeley, this fall.  

"As a homeowner, I think it hurts my investment," Mattiuzzi said. "If the schools aren't taken 

care of, the value of my house goes down. If the parks aren't taken care of, the value of my 

house goes down. If your roof has a hole in it, you don't save any money by letting the rain 

come in."  

A couple of years after Mattiuzzi bought his house in 1989, Arden Park approved an 

assessment on property to keep the pool from being shut down. But his neighbors balked at 

paying another $30 a year to maintain the Modesto ash trees that were planted on every lot 

when the neighborhood was built.  

"People screamed and said, 'No, no, no,' " he said. "Now we have this crisis. Our trees are 

dying."  

Mattiuzzi also was convinced Proposition 13 was at work when he paid thousands of dollars in 

developer impact fees to his local school district.  

Local governments resorted to such fees after Proposition 13 to replace lost property tax 

revenue. Mattiuzzi had to pay developer fees when he built an office in his back yard and 

added on to his house.  

Although he's a strong believer in spending money on schools, he questions the equity of 
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having to pay thousands of dollars in fees to make his house as big as his neighbor's. And is 

it fair, he asks, that under the initiative's rules, new homeowners pay thousands more for 

schools and other public services than do neighbors who are longtime owners?  

"Underlying it is just cheapness," he said.  

The developer fees that rankle Mattiuzzi are one of the many and varied ways that 

governments have tried to make up for lost property tax revenue.  

The Mello-Roos law allows owners of undeveloped land to vote on selling bonds to make 

improvements, with the debt payments assumed by the people who buy the houses. Fees for 

many services have gone up or been imposed for the first time.  

Proposition 218 in 1996 reined in some of these techniques, making them subject to voter 

approval. But overall, many local governments largely have recovered from the initial hit 

they took from Proposition 13.  

Schools, too, continue to function. Affluent districts have resorted to large-scale fund raising. 

Proposition 98 in 1988 required that a share of state revenues go to schools. In the economic 

boom of the late 1990s, the state chose to exceed the Proposition 98 guarantee by billions of 

dollars.  

But the perseverance of local governments doesn't mean that Proposition 13 didn't have 

profound effects.  

Since local officials no longer decide the level of taxes, they can't be held as accountable for 

the quality of public services.  

When taxes were at stake, business leaders took an interest in what the school board was 

doing and routinely ran for local office themselves. These days, experts say, there's less 

reason for civic engagement.  

"It marginalized local elections," said Michael Shires, an assistant professor of public policy at 

Pepperdine University who has written extensively about Proposition 13. "Most people don't 

know who their council members are any more."  

After the initiative passed, the Legislature had to decide how to allocate property tax. Its 

solution essentially was to freeze the status quo, doling out the money among local agencies 

in the same proportions used in the mid-1970s -- although with fewer total dollars to go 

around.  

A quarter century later, much has changed in California -- the size of the population, as well 

as its distribution and needs. But with few exceptions the pie is sliced the same way.  

That makes it hard for communities to change their priorities, giving more money to parks or 

libraries, for instance, or less to something that has become a lower priority, said O'Malley of 

the Legislative Analyst's Office.  

And the allocation system locked in disparities among local jurisdictions, said Terri Sexton, 

chairman of the economics department at California State University, Sacramento. Some 

governments that had consciously chosen to keep property taxes low are still being 

punished.  
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"The winners are the ones who were imposing big taxes prior to Proposition 13," Sexton said.  

The big losers were counties, which shoulder much of the responsibility of providing social 

services.  

"The county health system, the county welfare system -- that's where the squeeze comes 

in," said Michael Dardia, vice president of the Sphere Institute, a nonprofit, nonpartisan 

research organization.  

One of the more controversial side effects of the initiative has been its influence on land use. 

The argument goes like this: With few sources of revenue under their control, jurisdictions 

try to entice businesses that generate sales tax. That's because 1 cent of every dollar in 

sales goes to the city and county.  

Local governments go after auto malls and big-box retail to the exclusion of housing and 

manufacturing businesses, the argument goes. The result is tighter and more expensive 

housing markets and a dearth of relatively well-paying manufacturing jobs.  

Some experts are skeptical. They point out that local governments chased revenue sources 

long before Proposition 13 and probably would have tried to entice car lots if the initiative 

had never been passed.  

Still, talk of reform is in the air.  

One bill now before the Legislature would halve local governments' share of the sales tax and 

make up for the loss by giving them a bigger portion of property tax, thereby changing the 

land-use incentives to encourage more housing and manufacturing.  

Officials in both parties have talked about lifting Proposition 13 restrictions on commercial 

property, allowing them to be taxed at their full market value.  

But with studies showing that any change in the residential provisions of Proposition 13 

would inordinately hurt elderly and low-income homeowners, few politicians are likely to go 

there.  

Fox believes that the initiative and its progeny could be reformed without jeopardizing its 

gist.  

"Those things do have to be addressed," he said. "But you don't have to do it by taking apart 

Proposition 13."  
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This story is taken from Living with Prop 13 at sacbee.com. 

Mark Paul: How Prop. 13 fostered sprawl, 

congestion 

By Mark Paul -- Bee Deputy Editorial Page Editor 

Published 2:15 am PDT Sunday, June 1, 2003 

This week, California celebrates the 25th anniversary of the big bang of the growth control 

movement. That's not how we commonly think about Proposition 13, the Jarvis-Gann 

initiative passed by the state's voters in June 1978. We remember it as a tax revolt, which, 

of course, it was. 

But the citizen activists of the mid-1970s wanted more than just lower property taxes. Many 

crusaders who formed homeowner associations, stormed public meetings to protest soaring 

property taxes and manned card tables at shopping centers to collect signatures on petitions 

had achieved their political skills by way of fighting anti-growth battles in their communities, 

points out Clarence Lo, sociology professor at the University of Missouri and author of "Small 

Property Vs. Big Government," a study of the movement that led to Proposition 13.  

"When the property tax hit, they were ready to galvanize into action," he says.  

They wanted control over the future in a state that had more than doubled its population 

since 1950, adding more people than lived in all of New England. They wanted to protect 

their neighborhoods against the intrusion of apartment houses and condos.  

They wanted the freeways to flow freely again and the hillsides to remain as golden fields 

dotted with green oaks. They wanted their tax dollars to bolster their neighborhoods with the 

same high quality of services that had originally drawn so many of them here.  

And so they ignored the state's top elected leaders, both Republicans and Democrats, and 

the well-funded opposition campaign mounted by the California Taxpayers Association and 

the state's biggest businesses, which told them passage of Proposition 13 would destroy 

public services and endanger California's future economic growth.  

They turned away from the optimistic creed of growth and investment that had made 

California the envy of the nation in the 1950s and 1960s. Instead of building a better future, 

they wanted to conserve the quality of life they had already built.  

"Save the American Dream: Yes on 13," one of their slogans read.  

It hasn't exactly worked out that way.  

Yes, Proposition 13 brought down property taxes for homeowners who, in 1978, had gone 

through round after round of soaring assessments but had received no relief from local 
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officials or state government. And it delivered certainty. Homeowners needed and deserved 

that protection.  

But the measure has also turned out to be the poster child for unintended consequences. Far 

from ending growth, as many of the measure's supporters hoped, the constraints of 

Proposition 13 and the state's adjustment to it have made growth less manageable.  

The big reduction in the property tax and the subsequent state shift of the property tax to 

schools has severed the old link between growth and services.  

Attracting a major employer or building a new neighborhood used to provide community 

wealth. The revenues from growth would not just pay for the basic services needed by the 

newcomers, but also help fund amenities that created a better quality of life for everyone: 

parks, museums, concert halls.  

But now, the only growth that pays for itself in taxes is retail, which throws off local sales 

tax. That's why citizens opposed to having affordable housing in their communities can make 

a plausible, and often winning, argument that the new units will hurt local finances. Cities 

chasing sales tax dollars have propelled retail development on the periphery of regions, 

accelerating sprawl. As a result, we get imbalanced communities and more driving, smog and 

congestion.  

Proposition 13 also put the developers in control. Communities with adequate tax resources 

can direct growth by building infrastructure. Since Proposition 13, communities have had to 

shift to paying for infrastructure out of fees, exactions and financing districts that come from 

new projects themselves. That puts more of the power to dictate the location, timing and 

composition of growth in the hands of developers. Planners and elected officials are beggars, 

not choosers.  

"The irony of Prop. 13 is that if you are really going to manage growth, you need 

government," says Lo. "That's the problem with Prop. 13. It kicked a hole in the side of 

government. There's now a whole lot less in its toolbox."  

The other irony involves housing. Proposition 13 was written and passed in the name of 

protecting the ability of ordinary people to afford to live in their homes. Yet one unintended 

effect of the measure has been to make housing less affordable than ever.  

As economists Steven Sheffrin of UC Davis and Terri Sexton of California State University 

Sacramento have shown, lower property taxes drive up the market price of housing. 

Sheffrin's research also demonstrated that the fees placed on new construction in the wake 

of Prop. 13 raise prices of both new and existing homes in many instances.  

Perhaps most important, the twisted set of tax incentives makes cities reluctant to approve 

enough new housing, resulting in what housing experts Dowell Myers and Julie Park at the 

University of Southern California call "the great housing collapse." A smaller share of 

Californians own homes today than in 1960, and the state's homeownership rate is the third 

lowest in the country.  

In 1978, the slogan "Save the American Dream" expressed a desire for collective action to 

protect shared community values. But in politics, there's often not much distance between 

noble goals like that and another Proposition 13 slogan: "Vote for yourself! Vote for 

Proposition 13!" The next generation of the growth control movement will define itself by 

how well it knows the difference.  
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Preface

The Public Policy Institute of California commissioned this paper to provide an overview of
Proposition 13 and to motivate discussion of this initiative at the Tenth Annual Envisioning
California Conference. The author, Jeffrey I. Chapman, is a Professor of Public Administration in
the School of Policy, Planning, and Development at the University of Southern California.  This
paper discusses the consequences of an initiative that may well be one of the most significant to be
passed in the history of the state.  The paper reflects Professor Chapman's deep knowledge of the
subject and also presents his views about appropriate directions for policy.  We believe it will
stimulate useful debate on the consequences of Proposition 13 and future policy directions.  At the
same time, we should note that the views expressed in the paper are the author's and do not represent
positions taken by the Institute.  PPIC's ongoing body of research in governance and public finance is
establishing an empirical basis for addressing many of the issues raised here.  As in all of our work, we
aim to do so in a way that is consistent with PPIC's nonpartisan status.
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1.  Introduction

Proposition 13Õs proponents argued that it was a simple property tax reform.  Yet its effects
were not simple, altogether expected, or always benign.  To better understand the consequences, both
intended and unintended, this paper will briefly discuss the implementation of Proposition 13 and the
subsequent changes in local finance.  It will then identify three major unanticipated consequences of
the proposition and suggest some policy options that might be considered in dealing with them.

Chapter 2 provides an overview of the events that led to the adoption of Proposition 13 and
reviews the actions of the state government in establishing the new local finance system.  Chapter 3
describes three consequences that were not part of the debate on Proposition 13 or a central focus of
the legislature's implementation actions. Chapter 4 suggests a policy agenda for addressing these
unintended consequences.
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2.  The Adoption and Implementation of Proposition 13:
A Chronology

The Adoption of Proposition 13

Rising home prices, leading to an increase in property taxes, coupled with legislative inaction,
were trends that generally existed through much of the five years predating Proposition 13.  When
the California legislature adjourned in the fall of 1977 without passing any significant property tax
reforms, even though 22 different reform plans were proposed, voters quickly signed the circulating
initiative petitions for the Jarvis-Gann proposition (Jarvis-Gann became known as Proposition 13
because of its number on the 1978 ballot).  Proponents argued that the proposition was both a
property tax relief measure and a necessary constraint upon the size of government.  The legislature
reconvened and passed a potential reform (which necessitated a constitutional change) that would
appear along with Proposition 13 on the June ballot.  Proposition 13 easily passed.  The legislatureÕs
plan did not.

Although poorly written, the basic rules of Proposition 13 were relatively straightforward.  The
maximum property tax rate was set at 1 percent of the value of the property.  The value of the
property was set at its 1975-76 level but was allowed to increase by the rate of inflation, up to 2
percent each year.  Property could be revalued only upon a change of ownership.  No new ad
valorem property taxes could be imposed.  Any special taxes (which were not defined) needed to be
approved by two-thirds of the voters.  Finally, the distribution of the property taxes that were
collected was to be done Òaccording to law,Ó  and since no such law existed, one had to be created.
Prior to the adoption of Proposition 13, local agencies established their own separate property tax
rates and received the proceeds of the tax. For the first time in the state's history, the state was put
in charge of allocating the proceeds of the locally levied property tax, with the rate and base defined
by the statewide initiative.

Implementing a New State-Local Finance System

The election that included the passage of Proposition 13 was only three weeks away from the
beginning of the 1978-79 fiscal year. Facing a reduction of over $6 billion in property tax revenues
for school districts and other local governments, the legislature and the governor responded quickly,
passing SB 154.  Although this was a one-year implementation statute, it instituted two actions that
affected future state responses.  First, it increased the stateÕs role in delivering and financing local
services by providing block grants to cover the revenue losses of local governments that experienced
a reduction in their property tax revenues.  Since counties acted as agents of the state, in addition to
providing local services, the state also "bought-out" parts of various state-mandated programs,
reducing county costs.  Second, SB 154 established a formula for the  distribution of the remaining
property taxes.  Prior to Proposition 13, a property tax payer paid different tax rates to the local
agencies providing services, including several special districts, one or more school districts, a city, and
the county.  Proposition 13 mandated one tax rateÑ1 percent of the assessed value of the property.
Since there was one countywide tax rate, the legislature was confronted with the dilemma of
allocating a smaller property tax pie to the same number of governments.
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Following a year of study and legislative hearings, the legislature, in 1979, adopted AB 8, a long-
term response to the fiscal austerity introduced by Proposition 13.  AB 8 is still the basic operating
legislation, although it has been amended several times.  Much of AB 8 is based on SB 154, although
the bill is a very complex piece of legislation covering a multitude of topics, including retirement
contributions, one-year adjustments, deflator components, and new ways of allocating the collected
property taxes.

There were four principal parts of AB 8, three of which are still important:1

• A guarantee to cities, counties, and special districts that they would receive their SB 154
property tax allocation plus an adjusted amount of  the block-grant aid they received in
1978.  The funding for this allocation came from a shift of about one-third of the school
property taxes to other local governments.  In addition, revenues from assessed value
growth in a jurisdiction were allocated proportionally to local governments and schools,
based on where the growth occurred.  This allocation formula quickly became very
complex and is still continually subject to tinkering.

• The state totally bought out the county share of many of the major health and welfare
programs, with partial buy-outs of others, such as AFDC.

• State aid to schools was increased to offset the property tax shift to the other local
governments.  This was used as a way of equalizing school expenditures.

Proposition 13 and AB 8 generated two important outcomes.  First, the property tax is no
longer a local tax.  Proposition 13 sets the rate and base; AB 8Ña state lawÑallocates who gets the
receipts. The amount of property tax received by a local agency is a function of  its relative share of
property tax levied prior to Proposition 13. For example, a city that previously had a relatively high
tax rate receives a larger share of the fixed countywide 1 percent property tax rate.  Aside from
annexation or incorporation, the only way that local governments can affect property tax receipts is
through economic development, and even in these cases, they receive only a portion of the
revenues. Second, there is a large amount of variation in the allocation of the tax.  As Table 1 shows,
in 1996-97, cities, on average, received 11 cents out of every property tax dollar collected, counties
received 19 cents, schools 52 cents, and other districts 18 cents.  Compared to 1977-78, counties get
a good deal less while ÒotherÓ districts get much more.  The inter-county range of shares among local
governments has generally increased since 1977-78; for example, school districts now receive, on
average by county, between 27 and 76 cents out of every dollar.  In 1977-78, they received between
34 and 64 cents.2

Of course, social institutions continually evolve in response to changing constraints,
opportunities, and preferences.  And such has been the case for the system of state and local finance
in California over the twenty years since the passage of Proposition 13, with the occurrence of at
least ten specific fiscal decisions by the legislature and voters.3  Table 2 illustrates the variety of fiscal

1 The fourth element, a trigger mechanism to cut state aid if funds were not available (called the
   ÒdeflatorÓ) was never used.
2Within each county, there is a wide range among the specific jurisdictions; for example, the no and
   low tax cities receive a much smaller share of the property tax allocation than other cities.
3 John J. Kirlin, Jeffrey I. Chapman, and Peter Asmus, 1994, ÒCalifornia Policy Choices:  the
  Context,Ó in John J. Kirlin and Jeffrey I. Chapman, eds., California Policy Choices, Vol. 9,
  Sacramento and Los Angeles:  University of Southern California.
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decisions and events that have influenced this evolution.4  Two themes, however, underlie nearly all
of these events:  first, a sense of ongoing fiscal constraint imposed by voters attempting to limit
government taxing and spending; and second, an increase in state control over local finance that has
occurred because of the imposition of many of the voter restrictions. These restrictions included
Proposition 13 and Proposition 4 in 1979, which established a system of spending limits. The
increase in state control was possible because of the ability of the state to raise revenues at a time
when the ability of local governments to raise general purpose taxes had become limited.

Table 1
Allocation of General Property Tax Dollar

(in cents)

1977-78 1985-86 1996-97

City                Average 10 13 11

                      Range 0-15 0-23 0-20

County           Average 30 33 19

                      Range 17-74 18-71 10-64

School           Average 53 37 52

                      Range 34-64 9-61 27-76

Other             Average 7 7 18

                      Range 2-20 3-30 2-29

                               All averages are statewide averages; all ranges are among counties.
                               Source:  State Board of Equalization, Annual Report, miscellaneous years, Table 15

Table 2
Chronology of Fiscal Events

1978 Passage of Proposition 13; passage of SB 154

1979 Passage of AB 8; passage of Proposition 4 (Gann Limit Initiative)

1982 First Certificate of Participation issued; passage of Mello-Roos Act

1986 Passage of Proposition 62 (tax limit), initially held unconstitutional

1988 Passage of Proposition 98

1988 Peak of defense expenditures in California

1988-93 Major droughts, earthquakes, and fires affect California

1990 Passage of Proposition 111; peak of illegal immigration

1991-92 Realignment of functions and revenues among state and local governments

1992-93 and
1993-94

Property tax shift to help state budget (establishment of ERAF)

1993 Trough of unemployment from recession; passage of Proposition 172 (sales tax);
redevelopment reform, blight defined

1995 Proposition 62 upheld by California Supreme Court

1996 Passage of Proposition 218 (tax limitation strengthening Proposition 62)

1997 Trial Court financing reform

1998 Vehicle license fee reduced in a complex manner

4 During this time, California has experienced droughts, freezes, floods, forest fires, urban fires,
  earthquakes, riots, military base closures, and a recession that was the worst in the state's history
  since the depression of the 1930s.
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In addition to AB 8, 1979 also saw the passage of the Government Spending LimitÑProposition
4 (Gann Limit Initiative).  This initiative restricted appropriations for governments, attempted to
force the state into paying for imposed mandates, and implicitly encouraged the use of fees for new
services because these would not be included under the limit.  The limit is less important now because
the 1990s recession slowed the growth in tax revenues, while the spending limitation itself continued
to grow.5 In addition, the legislature quickly found ways around the mandated funding provision.
Nonetheless, the legitimization of the use of fees became important for local governments.6

As tax and expenditure limitations on local government were added in the late 1970s, and as the
state influence over local government continued to grow, it is not surprising that the composition of
county and city  revenues and expenditures would change.

The Changing World of City and County Finance

To understand how the implementation of Proposition 13 has changed the way cities and
counties do the publicÕs business, the importance of revenue sources as components of total revenues
and the importance of expenditure decisions as components of total expenditures for each level of
local government must be examined.

Counties

Counties have multiple roles in California.  Since they are the administrative arm of the state,
they are responsible for public assistance, public protection, and health.  Counties are also responsible
for delivering local services and providing local facilities to their unincorporated communities,
including law enforcement, waste collection, and roads and parks.  At times, counties contract with
cities or other public, non-profit, or private agencies to provide some of these services.  Counties
also perform countywide activities such as assessing and collecting property taxes and operating jails.

Table 3 shows the changes in importance for the components of county revenues.  As expected,
the role of the property tax has diminished, falling from 33 percent to 12 percent of aggregate
county revenues.  Almost entirely offsetting this percentage change has been the increase in
importance of state funds, which now constitute 42 percent of county revenues.  Perhaps as
interesting is the fact that there has been no change in the importance of user charges over this
period, although the ÒotherÓ revenue category has more than doubled and now exceeds the property
tax component of the budget.7  One claim that counties often advance is that a very high percentage
of their revenue is uncontrollableÑi.e., much of the revenue is already earmarked for state- or
federally-mandated programs, with the counties having little say in how it will be spent.  If this is
true, then Proposition 13, which essentially made the property tax uncontrollable at the county
level, led to an increase in uncontrollable revenues from about 50 percent of county revenues in
1978 to nearly 76 percent in 1996.8

5 Four out of 470 cities and none out of 58 counties were at their spending limit in 1995-96.
6 An unintended but beneficial consequence of Proposition 4 was that it encouraged jurisdictions to
  establish sinking funds for depreciation and replacement purposes for some of their capital stock.
  This occurred because depreciation is a legitimate service delivery expense and so could be part of
  the foundation for establishing a fee.
7 Other revenues consist of licenses and permits, fines, interest revenues, and miscellaneous revenues.
8 This is obviously a very simplistic cut.  Some state and federal revenues have some elements of
  controllability if counties took full advantage of accepting the responsibilities of control.
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Table 3
Revenue Source Importance, Counties

% of Aggregate County Revenue

Category 1977-78 1995-96

Property Tax 33 12

Other Taxes 3 3

State Funds 24 42

Federal Funds 26 22

Charges 9 9

Other 5 12

TOTAL 100 100

                                      Source:  AuthorÕs calculations from State ControllerÕs Reports

Table 4 shows the changes in various expenditure categories for the total of the counties.  The
two obvious changes are the decline in general government expenditures and the increase in
protection expenditures.  Proposition 13 passed, in part, because voters believed that the
government used resources inefficiently and had a bloated bureaucracy that could be eliminated.9

General government expenditures include this bureaucracy, and the decline in expenditures in this
category reflects a formal response to the desire of voters.  However, while the general government
overhead category has fallen in importance, nothing much is known about the internal bureaucracy
of the service delivery functions of the county.  For example, although the importance of the
protection function has increased, we cannot know (at least without undertaking case studies)
whether the entire increase is an increase in direct service delivery or whether there is now some
additional administrative overhead included in the service.

Table 4
Expenditure Importance, Counties

%  of Expenditures
Category 1977-78 1995-96

General Government 19 9

Protection 19 28

Health and Sanitation 14 14

Public Assistance 40 40

Other 8 9

TOTAL 100 100

                                   Source:  AuthorÕs calculations from State ControllerÕs Reports

The decline in importance of general government overhead might have unintended
consequences.  A decline in general government can be easily translated into such events as slower
permit processing, poor tax administration, or weak responses to regulatory needs.  Or if a citizen
attempts to contact the county for help with a particular problem, because of the cutback in general

9 Jack Citrin, 1979.  ÒDo People Want Something for Nothing:  Public Opinion on Taxes and
  Government Spending,Ó National Tax Journal, Vol. 32, No. 2 (supplement).
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government support it may be more difficult for him to access the system or, once accessed, to find
the correct individual to solve the particular problem.  If these difficulties multiply, the extent of
citizen discontent with county government increases and citizens become either alienated or angry.
The first may lead to lower voter turnout at elections; the latter may lead to more voter constraints
on government or pressure for micromanagement by legislators, who are anxious to appear to be
responding to upset citizens and particular special interest groups.

Cities

Cities are a powerful component of government in California, reflecting the strong belief of the
1879 California Constitutional Convention that citiesÕ home rule capabilities should be protected.10

California cities focus on ensuring the provision of local services and facilities, with the provision
either directly undertaken by the city or contracted for with the county or other public, not-for-
profit, or private agencies.

Table 5 compares the sources of city revenues in 1977-78 and 1995-96.11  In contrast to the
counties, the property tax was for cities a less crucial although not unimportant element of local
revenue in 1977-78.  By 1995-96, the property tax had dropped behind all other sources of revenues
in importance for cities.  But there were also major shifts in other revenue sources, with declines in
the importance of sales taxes and intergovernmental revenues compensated for by increases in
service charges and other revenues.12  Together, service charges and enterprise revenues were the
most important sources of revenue in both of these time periods.  By 1995-96, over 68 percent of
city revenues came from service charges, enterprise income, and other revenues, much of which are
under the control of the city.  It is reasonable to conclude that city residents are paying for a
substantial portion of their services through the price system composed of fees and charges rather
than through general citywide taxes such as the property tax.

Table 5
Revenue Source Importance, Cities

% of Aggregate City Revenue

Category 1977-78 1995-96

Property Tax 16 8

Sales Tax 11 9

Intergovernmental Aid 24 14

Service Charges 6 11

Enterprise Income 26 29

Other 17 29

TOTAL 100 100

                                 Source:  AuthorÕs calculations from State ControllerÕs Reports

10 Alvin D. Sokolow and Peter Detwiler, forthcoming, ÒState-Local Relations in California,Ó in
   Plato Rigos, Dale Krane, and Mel Hill, eds., Home Rule in America:  A Fifty State Handbook
   Washington, D.C.: Congressional Quarterly Press, p. 9.
11 Several adjustments were made to the basic Controller data to enable comparisons between these
   two years.  This was necessary because the ControllerÕs Reports changed format in 1980-81.
   Contact the author for details.
12 Other revenues include such items as franchise taxes, licenses and permits, interest earnings, and
   sales of property.
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Table 6 illustrates the changing importance of city expenditure components. Cities, like
counties, have also dramatically cut general government expenditures.  They have also cut library
and parks, water, gas, and electricity expenditures.  Perhaps most surprising is the fact that the
percent spent on police has barely changedÑit was 15 percent of city expenditures in 1977-78 and
16 percent in 1995-96. Together, however, the public utility/enterprise set of activities now
accounts for about 36 percent of total city expenditures, an increase from the 30 percent of 1977-
78.  It may be that the public prefers city expenditures on these activities; it may be that there are
earmarked funds for at least some of the infrastructure (for example, gas tax money for roads and
sales tax money for transportation systems) that encourage cities to divert additional resources to
these projects; or it may be that because so many of these activities also generate revenue they just
grew without conscious decisionmaking.

Finally, the myriad of ÒotherÓ expenditures has only slightly increased as a percent of the budget
over 18 years, although it has remained the largest component of expenditures. 13  What this might be
indicating is that cities are adding expenditure categories in a variety of areas which may benefit
specific interest groups.  From a microperspective, these increases may be difficult for the public to
discern; however, they do apparently accumulate to a large sum.  They are not hidden, but they are
not the focus of much public attention.

Table 6
Expenditure Importance, Cities

%  of Expenditures

Category 1977-78 1995-96

General Government 13 7

Police 15 16

Library/Parks 10 6

Water, Gas, Electricity 23 18

Other Enterprise 7 18

Other 32 35

TOTAL 100 100

                                 Source:  AuthorÕs calculations from State ControllerÕs Reports

13 ÒOther" expenditures include such items as fire protection, emergency medical services, animal
   regulation, streets and highways, storm drains, planning, regulation, etc.
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3.  Some Unanticipated Consequences of Proposition 13

As illustrated in the preceding chapter, there were shifts in sources of revenues for counties and
cities and in the way those revenues were spent.  But what was not shown, nor could be shown from
the data, are three distinct, unanticipated consequences of Proposition 13.  These consequences
resulted from attempts to maintain revenue flows that were sufficient to fund expenditures demanded
by citizens.  They reflect the changing nature of public and private institutions over time, and they
also reflect the intelligence of many individuals who have dedicated large parts of their professional
lives to finding loopholes in Proposition 13 and its implementing legislation.  Although these three
consequences are listed separately, they are often interrelated and sometimes reflect causality.

Consequence Number One:  The Fiscalization of Land Use

Although formally named by Misczynski in 1986, the concept of examining land use decisions in
the context of their revenue and expenditure consequences has certainly been recognized since the
advent of municipal incorporation and zoning laws.14  Because Proposition 13 reduced the revenues
that would be received from property taxes from any particular development (industrial, commercial,
or residential), local jurisdictions began to pay even more attention to the fiscal outcomes of land use
decisions.  In particular, land uses that generated revenues in addition to property taxes became more
important.  To the extent that land use decisions are now driven by their fiscal consequences,
fiscalization has occurred.  There are at least three specific instances of fiscalization activities that
have been adopted by local government, as discussed below.

The Sales Tax and Land Use Choices

Local governments receive sales taxes based on two formulas.  The principal method, which
originated in the Bradley-Burns Sales and Use Tax Act of 1955, generates sales tax revenues as a
function of the dollar volume of sales that occurs in a specific jurisdiction.  Under this Act, for every
dollar of sales, the local government in whose jurisdiction the sale occurred, receives one cent, which
goes into the general fund.15 To the extent that local governments make land use decisions based on
this sales tax revenue, they are acting consistently with the concept of fiscalization of land use.

Those local governments that feel fiscal stress or that desire to maximize revenues pay close
attention to commercial activity.  Of course, there are cities that do not like retail activity and
carefully zone out major retail centers, just as there are cities that will do anything in their power to
generate large sales tax revenues. (In 1996-97, per capita sales tax revenues ranged  from $2.57 in
Bradbury to $55,504 in Vernon).  There are two popular ways (at least among elected officials) of

14 Dean Misczynski, 1986, ÒThe Fiscalization of Land Use,Ó in John J. Kirlin and Donald R. Winkler,
   eds., California Policy Choices, Vol. 3, Sacramento, California:  University of Southern California.
15 Counties only get the one cent if the sale occurs in an unincorporated area.  In addition, counties
   also receive 1/2 cent for each dollar of sales within the county, which is then divided by formula
   among all local governments within that county based on the ERAF shift and which is dedicated to
   public safety.  See the property tax shift discussion under the third set of consequences for more
   discussion of this 1/2 cent.
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generating a large amount of sales taxes from a small area:  Òbig-boxÓ retail and car dealerships.16   It
is not surprising, then, to see cities compete for these types of activities.  Most jurisdictions trying to
maximize sales tax revenues choose to encourage these types of development over residential
development, which generates sales tax revenue only to the extent that the new residents shop in the
same city in which they live. It is not surprising to observe the owners of big-box retail and car
dealerships attempting to obtain economic incentives for locating in a particular jurisdiction.

Redevelopment as a Municipal Revenue Generator

Beginning in the early 1950s, California became the first state to use the technique of tax
increment financing as a development tool.  Under this process, a local jurisdiction first forms a
redevelopment agency, which is authorized by statute under the general provisions of the state
constitution. This agency then declares a section of the jurisdiction to be Òblighted.Ó  Any increase in
the property tax receipts (the property tax increment) that occurs after this designation is shared by
the redevelopment agency and overlapping jurisdictions (by formula since 1994).  The goal is to
ensure that redevelopment does occur and thus a tax increment will be generated. For this to occur,
debt is issued by the redevelopment agency, with the proceeds of the debt issuance going to improve
the blighted area.  As this improvement is occurring, developers are moving in and causing an
increase in property value, which in turn generates the property tax increment.  This tax increment
funds the debt.

Although the initial predictions concerning the efficacy of the technique were negative, the dire
concerns were not realized.17  Rather, the use of this technique expanded:  there were 197 agencies in
1980 with 300 project areas; by the end of 1996, there were 399 agencies with 744 project areas.
The total increment generated by the projects was about $1.4 billion.18  It may be that after
Proposition 13, many cities attempted to use tax increment financing to alleviate some of the fiscal
pressures caused by the initiative. 19  Certainly, much of the redevelopment was used to attract
commercial activities that would generate substantial sales tax revenues, while new housing was often
not encouraged because it generated less sales taxes and produced a smaller tax increment.

 There are at least three reasons for the increasing use of this tool to fight off fiscal stress.  First,
until 1993, blight was a very loosely defined concept, and so almost any parcel, whatever its state,
could be deemed blighted and thus in need of redevelopment.  Under certain conditions, even
undeveloped land could be considered blighted (for example, if it were in a flood plain).20

16 Shopping malls are also very popular but tend to use more land.
17 Merrill Lynch Pierce Fenner and Smith, Inc, 1979, CaliforniaÕs Tax Allocation Bonds:  Victims of
   Proposition 13, (October), New York:  Merrill Lynch Pierce Fenner and Smith, Fixed Income
   Research.
18 Note that if the area were not blighted and the same amount of growth would have occurred with-
   out the redevelopment agency, then about $700 million would have gone to the school districts
   that included the area since schools get about 50 percent of the collected property tax.  Since the
   state backfills school finance (up to a specified level), this becomes a very large state redevelopment
   program that the citizen never recognizes.
19 Other studies, using other states as the data source, come to a similar conclusion that
   redevelopment activities increase as local public fiscal stress increases.  See Joyce Y. Man, 1999,
   ÒFiscal Pressure, Tax Competition, and the Adoption of Tax Increment Financing,Ó Urban Studies,
   Vol. 37, No. 7.
20 Blight is now more rigorously defined in statute, although the potential for misuse is still clearly
   present.



- 13 -

Undeveloped land, of course, generates very large tax increments as it is developed.  Second, the use
of redevelopment debt to finance infrastructure does not need voter approval.  Residents are often
unaware of the magnitude of the debt that has been issued or the size of the increment.  Since about
80 percent of the total redevelopment projects are greater than 100 acres,21  the projects are likely
to include vacant or undeveloped land and therefore need new infrastructure.  Tax increment
financing helps to provide the financing for this infrastructure.  Finally, redevelopment activities can
be used as a weapon in the interjurisdictional fight for economic growth.  Companies can be
encouraged to relocate with the promised benefits of new infrastructure to be provided by the
redevelopment agency. To the extent that this is a business relocation decision rather than a new
development decision, it is a negative sum game, simply because of the transaction costs involved.

An obvious question concerning this type of redevelopment activity is whether or not it works
in stimulating economic redevelopment.  The few studies that analyze this indicate that the
technique does workÑproperty values do increase faster in redevelopment areas than in non-
redevelopment areas, but one study finds that less than 50 percent of the increase occurs because of
the use of the technique.22

Development Fees:  Internalizing the Costs of Public Capital and Services

Prior to Proposition 13, infrastructure for new developments was often financed by community-
wide, broad-based taxes and debt.  After Proposition 13, there was a movement away from these
methods to those methods that raised revenues from the new development itself.  Development fees
were often part of this method of internalizing the costs of the new infrastructure and service needs.

Although development fees have been increasing in importance in both slow and fast growing
areas, their scope is much larger in new, fast growing areas.23  Because California has experienced such
rapid growth over the past decades, and given the fiscalization constraints, it is not surprising that
development fees have risen rapidly since Proposition 13.

In theory, development fees are strictly regulated in California.  Before a fee can be imposed or
increased, the local government must identify its purpose and use, determine how there is a
reasonable relationship between the development project and the feeÕs use, and determine that there
is a reasonable relationship between the amount of the fee and the cost of the infrastructure financed
by the fee.24  In addition to cities and counties, since 1986 school districts can also impose fees on

21 California State Controller, 1997, Community Redevelopment Agencies Annual Report, 1995-96
   Sacramento, CA.
22 See Michael Dardia, 1998, Subsidizing Redevelopment in California, San Francisco:  Public Policy
   Institute of California.  Further, Joyce Y. Man and Mark Rosentraub, ÒTax Increment Financing:
   Municipal Adoption and Effects on Property Value Growth,Ó forthcoming in Public Finance Review,
   find, for Indiana, that median owner-occupied housing values were about eleven percent higher in
   tax-increment districts because of the redevelopment activities.
23 See Alan A. Altshuler and J.A. Gomez-Ibanez, 1993, Regulation for Revenue:  The Political
   Economy of Land Use Exaction.  Washington, D.C.:  The Brookings Institution; see also Marla
   Dresch and Steven M. Sheffrin, 1997a, Who Pays for Exactions and Development Fees?  San
   Francisco:  The Public Policy Institute of California.  The more general term for this type of finance
   is exaction.  Exactions are either developer payments or dedications of specific areas for public use
   (for example, parks and streets).  The developer offers exactions in return for governmental
   approval to proceed with the project.
24 These are the main conditions.  There are several other restrictions, including determining the need
   for the infrastructure as well as accounting and reporting disclosure techniques.  Also note that fees
   cannot be based on the ad valorem value of the property.
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both residential and commercial/industrial new construction.  As of July 1996, the maximum for
these fees was $1.84 per square foot for residential projects and 30 cents per square foot for
commercial and industrial developments.25  In addition, whenever cities and counties engage in
legislative land use activities, such as amending the general plan or changing zoning, they can impose
their own school construction fees in addition to the fees imposed by the school district.  The total
of school, city, and county fees faced by some developers, have exceeded $9 per square foot.26  The
controversy surrounding the 1998-99 state budget partially revolves around these fees for schools,
with some proponents of fee mitigation also arguing that General Obligations bonds should have a
lower approval threshold than a 2/3 vote.27

Dresch and Sheffrin have conducted the most detailed analysis of development fees in
California.28  Studying fees in Conta Costa County between 1992 and 1995, they found that average
development fees per unit ranged from $252 for community redevelopment purposes to nearly
$13,000 for water and sewage.  There are also permit fees, traffic fees, fire fees, park fees, and
school fees imposed by school districts.  These fees totaled over $16,000 per dwelling unit in the east
Contra Costa county area and over $24,000 per unit in the west county area.29  Dresch and Sheffrin
also found variation when they reaggregated the fees by city, discovering a difference of nearly
$7,000 per dwelling unit between the highest and lowest fee-charging jurisdictions in the east county
and a difference of about $8,000 per unit in the west county.30

A final component of any fee discussion concerns its incidence.31  It is not unusual to find
developers arguing that, on the one hand, fees are eating up their profits and driving them out of
business and then, on the other hand, arguing that the fees will increase the price of the home and
thus the poor mortgage holder will be paying off developer fees (with interest!) over the next thirty
years.  The true determination of the incidence is a difficult empirical problem.  Again, Dresch and
SheffrinÕs study bears citingÑthey found that in eastern Contra Costa County, for every dollar of
fees, housing prices went up by 25 cents, and for the western county, each dollar of fees generated an
increase in housing prices of $1.88 (although the latter figure was statistically not significantly
different from $1.00).  They also found that in the eastern part of the county, a dollar increase in
fees and assessments on new homes increased the price of exiting homes by 23 cents, perhaps because
higher prices for new homes influenced the price of older homes or because the expenditures from

25 The legislative intent was to have a threefold way of financing schoolsÑstate General Obligation
   bonds, local General Obligation bonds, and development fees
26 See Marla Dresch and Steven Sheffrin, 1997b, ÒThe Role of Development Fees and Exactions in
   Local Public Finance,Ó State Tax Notes, December 1, 1411-1416.
27 The final agreement was that in exchange for putting a $9.2 billion school bond issue on the
   November 1998 ballot, restrictions would be placed on developer fees and the 2/3 vote requirement
   would be kept intact.
28 Dresch and Sheffrin, 1997b, op. cit.
29 The average selling price of an east county house was about  $200,000; the average selling price for
   a west county house was about $400,000.
30 A City of Davis study, as cited in Dresch and Sheffrin (1997b), found that there can also be
   variation of fees within a city, with an 1,800 square foot house paying between $8,600 and $10,000
   in major project financing fees, depending upon its location in the city.  More importantly, at least
   for Davis residents, are the costs of Mello-Roos financing, which range from zero in one section of
   town to over $22,000 in another section.  See the subsequent discussion of Mello-Roos financing.
31 For a sophisticated theoretical incidence analysis of fees and assessment districts, see John Yinger,
   1998, ÒThe Incidence of Development Fees and Special Assessments,Ó National Tax Journal, Vol.
   LI, No. 1, (March).
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the fees and assessments provided community-wide benefits which were capitalized into the prices of
older homes.  Confounding the analysis was the decline in housing prices throughout California during
portions of the study period.

In any case, it is clear that fees and dedications now play an important role in CaliforniaÕs local
finance.  These fees are often hidden from the homeowner, and their incidence is at times, unclear.
They are controversial, but the increase in their use is closely related to government trying to avoid
a fall in revenues because of the Proposition 13 constraints.

Consequence Number Two:  The Growth of Arcane Finance Techniques

Perhaps the most important insight that can be gained from the passage of Proposition 13 is
that blunt initiatives lead to the development of other ways of getting things done.  These other
ways are usually more complex, more expensive, and typically are not discussed in public forums in
ways that are intelligible to the public and elected officials.  The world is full of very bright and
ingenious people who delight in ways of circumventing poorly drafted initiatives.  The result is a
finance system that is not easy for the public to understand. This next section of the paper will
illustrate this trend, examining five different examples of complex financing techniques.

Assembly Bill 8 and the Allocation of Property Tax.

Over the last 19 years, the AB 8 property tax allocation system has become more complex.  It
is continually tweaked to take into account particular exigencies of local jurisdictionsÑfor example,
cities with low or no property taxes or enterprise and nonenterprise special districts.  In addition, the
numbers within the nine-step AB 8 property tax allocation formula, over time, become
extraordinarily difficult to track, and thus reliability is sometimes questionable. Within a few years of
AB 8Õs introduction, state auditors found significant discrepancies between what they thought the
allocation should be and what the local governments were actually receiving.32

As noted earlier, parts of AB 8 involved bail-out and buy-out provisions.  Over time, while the
costs of these provisions mounted, local governments began to regard these activities as
entitlements.  When the state entered a recession in the early 1990s and notified local governments
that the property tax allocation they were receiving was not an entitlement and then shifted the
allocation to fund education, there was great consternation on the part of local governments,
especially counties.  The Education Revenue Augmentation Fund discussion under the third set of
consequences will re-examine this particular property tax shift.

The result of this complex and creaky method of distribution is a tendency for local officials to
accept the resulting allocation as an exogenous input into the budgetary process.  This further
encourages the belief that the property tax is a state, not local, tax and encourages a continual search
for other revenue streams that are more dependable and controllable.  This does not imply that the
property tax is an unimportant source of revenue for localitiesÑit is just to say that the portion
they receive from it is very difficult to determine in a simple manner.

32 As a city finance director remarked, in commenting on the allocation of redevelopment revenue,
   "...if youÕve ever read [Sections 95 through 100 of the Revenue and Taxation Code (R&T)], you
   already know that obtaining a good understanding of the R&T may never be possible.Ó  Greg
   Johnson, 1998, ÒCounty AuditorÕs Association Changes Guidelines for Calculating Property Tax
   Administration Costs,Ó CSMFO Mini-News, April.
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Education Finance

Education finance was difficult to understand even before the passage of Proposition 13.  Prior
to the Serrano court cases, school funding was a shared state-local arrangement, with the state
guaranteeing a base level of general purpose funds for each pupil and the local districts using their
control of property taxes to raise the per pupil funding to the amount the district wanted to spend.
The Serrano court cases, which began in 1968 and finally concluded in the mid-1980s, focused on the
property tax and its alleged inequities as a funding source for school districts and mandated a
financing plan that was not property tax dependent.33  Between Serrano and 1978, the state became
more heavily involved in school finance and complex formulas considering both foundation support
and revenue limits.  Although school districts did have limited ability to raise the property tax , it was
clear that any property tax reform passed by the legislature would have to deal with a non-property-
tax school finance plan.

After the passage of Proposition 13, educational finance was re-addressed, with school districts
receiving a portion of the property tax (through the AB 8 allocation formula) and direct payments
from the state.  Until about 1985, CaliforniaÕs spending per average daily attendance was roughly
equal to the U.S. average.  Starting in about 1985, CaliforniaÕs spending began to increase at a slower
rate, and it actually fell during the early 1990s.  In 1988, in an attempt to maintain stability in
school funding, the California Teachers Association sponsored Proposition 98, which established a
minimum floor for funding K-14 schools (at the time of passage, this was about 40 percent of the
stateÕs General Fund).  This funding constitutes about three-fourths of overall K-12 funding.  Because
it was tied to the stateÕs budget, it indirectly affected the stateÕs fiscal relationships with other
entities; as spending on schools increased, less was available for other types of state expenditures.  By
1989, the Proposition 98 formula was found to be too binding, and in 1990 the formula was modified
by Proposition 111, which reduced the school financial aid requirements if certain fiscal stresses
existed at the state level.  In particular, in no- or low-revenue growth years, the state was allowed to
modify the formula through a complex series of adjustments.

There are now three formulas that can be used to determine the minimum level of funding, with
the largest amount of money calculated by any of the formulas being what the schools actually get.
There are five major factors involved in the calculations:  General Fund revenues, state population,
personal income, local property taxes, and K-12 average daily attendance.  These factors change
during the year, and thus there are changes in the minimum guarantee.  The Governor then must
provide Òsettle-upÓ money to ensure that any increase in the previous yearÕs guarantee is funded.
The current minimum, reflecting changes since the original Proposition 98, is about 34.5 rather than
40 percent of General Fund revenues.34

Retrospectively, in many of the years since 1988, Proposition 98 has acted as more of a ceiling
than a floor.  The minimum was funded and then the state turned to other activities.  Even funding
this minimum caused pain during the California recession, and many budget games (some of which
were stopped by the Courts) were played to ensure that the mandated floor would be reached.
Proposition 98 funding and its implications have now become as difficult to understand as AB 8.  For

33 Serrano v. Priest, 96 Cal. Rptr. (60) (1971).  See also Serrano v. Priest, 135 Cal. Rptr. 45.
34 The lower minimum reflects the ERAF property tax shifts of 1992-93 and 1993-94, which will be
    discussed later in the paper.
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example, the new vehicle license fee tax reduction was implemented partially because it has no
Proposition 98 implications, since it is not a General Fund revenue source.

In the past, local school districts were always heavily dependent on state aid (and faced state
mandates).  However, with Proposition 13 eliminating the ability of local school districts to raise
property tax rates for their schools, and with Proposition 98 establishing a floor (or ceiling,
depending on the economy and legislature), for all practical purposes, aggregate school finance is now
almost entirely centralized at the state level, and school districts are now passive recipients of state
revenues.

Financing Capital Facilities

Prior to Proposition 13,  capital finance was relatively straightforward.  If a local government
wanted new infrastructure, it would go to the voters and ask for approval of either a General
Obligation bond or a revenue bond.  Or, it would save enough money to engage in pay-as-you-go
financing.  For the first eight years after Proposition 13, the first option was constitutionally
unavailable; the second option was unpalatable because of the fear of voter revolt; and the third
option was impossible because of shrinking discretionary general purpose revenues, including the
property tax.35  To further complicate matters, there is a difference between the problems of capital
finance in a developed area and capital finance in an undeveloped area.  In developed areas,  where
little new construction occurs and development  fees are not usually large enough to support the
necessary infrastructure, two techniques have evolved.  The first has already been discussedÑthe
increased use of redevelopment finance through the use of tax increment financing techniques.  The
second has been to use Certificates of Participation (COPs).  In the decade between 1985 and 1995,
about $28 billion in General Obligation bonds were issued by California state and local government,
compared to about $40 billion in COPs.

The Certificate of Participation has several attributes which make it easy to use.  Its issuance
does not require a vote of the general public; it can be initiated and passed by a local legislative body.
Technically, the COP is issued by a non-profit body established by the relevant legislative body.  The
non-profit organization then takes the proceeds from the issuance and provides the infrastructure or
other capital (for example, city halls or police cars are sometimes purchased using a COP technique).
The legislative body has previously agreed to rent the asset from the non-profit, and thus the non-
profit receives an income stream to be used to retire the debt, with the COP holder being paid
through a trustee.  The money that is used by the legislative body to pay the non-profit for the use
of the infrastructure comes from the General Fund, although there are many cases of jurisdictions
finding other funding sources for this flow of rents.  For example, if the jurisdiction has another asset
that is generating an income flow (such as an airport or harbor), that income stream can be pledged
as a revenue source.  Because the COP is not a debt instrument, but rather a multi-year promise of
sharing a revenue stream, this instrument does not count against any legal limitations on the amount
of debt that can be issued by the jurisdiction.  COPs can become quite complex and are not well
known by the public, but because they are so easy to issue (until recently, some jurisdictions approved
them on the consent calendar), they have become exceedingly popular at all levels of California

35 In 1986, the voters approved an amendment to Proposition 13 that allowed the issuance of General
   Obligation bonds approved by a two-thirds vote.
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government.  Approximately $7 billion of COPs were issued in 1996 and 1997.36  Note though, that
ease of issue does not imply ease of understanding, either by the public or legislative body.

Historically, infrastructure for new development was funded by debt issued and paid for by
existing residents through the General Obligation bond process.  Now, it is much more likely that the
new development will have to finance its own infrastructure as well as fight off efforts of existing
residents to have the new development provide some goods and services (for example, parks) for the
entire community.37

In addition to the previously discussed development fees, another method of financing
infrastructure for new developments is a new type of debt instrumentÑthe Mello-Roos bond.  About
$6 billion of Mello-Roos debt was issued between 1985 and 1995.38

Mello-Roos debt (named after the two legislators who carried the legislation in 1982) is used to
finance any infrastructure or selected services in a geographically defined piece of land called a
community facilities district.  This area, which is usually undeveloped, can be irregularly shaped and
may be drawn with ÒholesÓ to exclude particular sections (usually, the excluded sections are those
that are developed).  Two-thirds of the voters of the area, or landowners representing two-thirds of
the land in the area (who have votes distributed based on the amount of land they own), can vote to
issue debt for capital improvements in the community facilities district (or to finance service
provisions).  Upon issuance of the debt, a lien is placed against the property in the area.  As the
property is subdivided, each individual homeowner is responsible for the payment of a share of the
debt (which shows up on the homeownerÕs property tax bill).  Initially, this share did not have to be
disclosed when the property was bought, but legislation has been enacted to force disclosure.  The
local jurisdiction is not the agency that issues the debt and is therefore not legally responsible for the
security of the debt.

Operationally, Mello-Roos debt has replaced at least some of the property tax that the
homeowner might have faced prior to Proposition 13 (the part that related to General Obligation
financing).  Since Mello-Roos debt is more expensive than General Obligation debt because of its
higher risk, the payment by the homeowner is higher than what would have been faced prior to
Proposition 13.  Anecdotally, there are stories of homeowners making Mello-Roos payments that
are larger than their property tax payments, and there are billboard signs for new developments that
advertise ÒNo Mello-Roos.Ó  In 1996, $600 million of Mello-Roos debt was issued; in 1997, $677
million was issued.

Assessment Districts

Another method of financing government activities is the establishment of an assessment
district that has the ability to levy a charge that pays for a public facility or service in direct
relationship to the benefit that the facility or service confers on the property.  These charges or
assessments are authorized by more than a dozen specific laws, and nearly every type of
governmental jurisdiction can use one type of assessment district or another.  Since the benefits of

36 For a case study on the misuse of COPs in California, see Craig L. Johnson and John L. Mikesell,
   1994, ÒCertificates of Participation and Capital Markets:  Lessons from Brevard County and
   Richmond Unified School District,Ó Public Budgeting and Finance, Vol. 14, No. 3.
37 Construction taxes are legal in California and have been used to finance community-wide benefits.
    See Dresch and Sheffrin, 1997b, op. cit.
38 Mello-Roos debt can be used in developed areas but seldom is because of the difficulty of approval.
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the investment or service financed by the district precisely equal its costs, there should be no net
effect on the prices of either land or housing because of the district.

There are apparently thousands of different assessment districts throughout the state.  They are
used to finance everything from landscape development to flood control infrastructure to the
maintenance of sewers.  Citizens typically see assessments once a year on their property tax bills and
then attempt to figure out what the cryptic notations really mean.  Slightly over $1 billion in special
assessment debt was issued during 1997; however, only about $250 million was issued during the first
six months of this year, possibly reflecting the impact of Proposition 218.39  Before the passage of
Proposition 218, property owner protests were the only traditional way to stop the formation of
assessment districts.  Now, an affirmative vote of the property owners is needed to begin the
districtÕs implementation, which might possibly lead to even longer ballots.40  And, with the reduced
number of people voting and with supermajorities being demanded, there is a greater likelihood of a
slowdown in benefit assessment financing.

Entrepreneurial Activities

The fiscal stress associated with the decline of property tax revenues gave rise, at least in some
jurisdictions, to the implementation of public entrepreneurism.  With the publication of the Kirlin
and Kirlin seminal volume in 1982, being called a public entrepreneur became legitimate and local
administrators throughout California began to publicly call themselves such.41  Public entrepreneurs
are willing to take more risks and are more aggressive in undertaking activities that increase the
revenue flows in their jurisdiction.

One set of entrepreneurial activities revolved around generating new economic development.
The increase in redevelopment finance activities has already been mentioned, but there are several
other ways in which a jurisdiction can stimulate development and reap the benefits of increased sales
taxes, employment, and at least some property taxes.  There are at least three different (but often
interlocked) methods through which this can be accomplished.

1.  Become a partner with a private developer.  At least one jurisdiction in California partnered
with a private developer in building a shopping mall.  As the profitability of the shopping mall
changes, the city receives a changing revenue stream.  In exchange for this revenue stream, the city
helped change some of the zoning restrictions and provided some of the infrastructure.  If the
shopping mall makes no profit, there is no revenue stream, so the city is taking a legitimate risk.

2.  Give a direct tax subsidy to a private firm or developer.  In these cases, tax abatements are
used either to entice a firm to locate in a particular area or to ensure that an existing firm does not
leave the area.42  There are instances in which public utility rates for some firms have been slightly

39 California Debt and Investment Advisory Commission, 1998a and 1998b, Debt Line, Vol. 17, Nos. 7
   and 8, July and August.  Proposition 218 is the most recent tax limitation measure passed by
   California voters.
40 Assessment ballots do not require a supermajority vote; however, the votes are weighted by the
   dollar amount of the property ownerÕs assessment liability.
41 See John J. Kirlin and Anne Kirlin, 1982, Public ChoicesÑPrivate Resources. Sacramento, CA:
   California Tax Foundation.  It is interesting that the term Òcivic entrepreneurÓ is now being used by
   private sector individuals who are attempting to solve public problems.
42 The debate is still ongoing as to the efficacy of these techniques.  See William F. Fox and Matthew
   N. Murray, 1998, ÒIncentives, Firm Location Decisions and Regional Economic Performance,Ó in
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increased in order to lower rates for a firm that the city wanted to keep.43  In other cases, the
jurisdiction hopes that the economic growth that tax subsidies stimulate (or at least maintain) will
offset the initial loss in tax revenues.  To the extent that these subsidy techniques work to attract a
firm from within the state, this is a zero (or even negative) sum game, since one jurisdictionÕs gain is
another jurisdictionÕs loss.44  Redevelopment financing is often utilized as part of the attraction
process.

3.  Enter into sophisticated public-private development agreements.  These are neither full-
fledged partnerships nor direct tax subsidies.  Rather, they are complex contracts in which the
jurisdiction negotiates with a developer or series of developers.  The jurisdiction agrees to provide
certain services, help finance others, perhaps through assessment districts or tax increment
financing, and ensure adequate zoning for the needs of the developers.  In turn, the developers
contract to provide specific types of housing and industry.  One goal of many of these agreements is
to ensure that lawsuits will not stop the development.

In all three of these activities, the contracts and agreements are very complex, technical, and
not easy for the citizen to accurately analyze.  In many cases, hundreds of millions of dollars are
committed through these agreements and subsidies.  In some cases, they may not work out as initially
intended; for example, the arrangements between the City of Oakland, Alameda County, and the
(then) Los Angeles Raiders football team has already generated several unexpected short-term fiscal
consequences.

There is another type of fiscal entrepreneurship that rarely occurs, but when it does, chaos
erupts.  This is when the jurisdictionÕs treasurer uses high-risk sophisticated products that are
available for investment purposes (Chapman, 1996).  In Orange County, for several years the
Treasurer generated returns on investments that far exceeded the returns obtained by other County
Treasurers.  He was able to do this through the use of some very complex derivative products made
available by some investment firms.  The revenue flow certainly helped the county avoid some of
the fiscal problems generated by Proposition 13; however, since other counties did not follow Orange
CountyÕs lead, it is difficult to attribute this investment strategy to Proposition 13 fiscal stress.  In
any case, interest rates did not follow the pattern that the Treasurer forecasted and the county lost
over $1.6 billion.45  It is not altogether clear that the Orange County elected officials or the
participants in the investment pool (school districts and some other special districts) completely
understood the types of investments that the Treasurer was making.  Nor is it clear that they knew
what investment strategies were being followed.

   Helen F. Ladd, ed., Local Government Tax and Land Use Policies in the United States.
   Northampton, MA:  Edward Elgar.
43 Mike McCarthy and Lynn Graebner, 1997, ÒCounty Subsidy of Industrial Utility Rates Violates
   Proposition 218,Ó Sacramento Business Journal, Vol. 14, No. 8, May 12.
44 Some of these techniques might now be illegal under Proposition 218 (see McCarthy and Graebner,
    op. cit.).
45 For a detailed examination of this, see Mark Baldassare, 1998, When Government Fails:  The
   Orange County Bankruptcy.  Berkeley:  University of California Press and the Public Policy
    Institute of California.
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Consequence Number 3:  Increase in State Control over County Finance

Because the state had a large surplus in 1977-78, it was able to institute a series of financing
shifts that allowed it to buy-out, bail-out, and otherwise help local governments.  Over time,
sometimes intentionally and sometimes unintentionally, the state has made a series of decisions that
has led to it being a dominant financial player in local governmentsÕ financial decisionmaking.  As
illustrated earlier, this is especially true in the case of counties.  The state reached this position
through a myriad small decisions and the two major ones discussed below.46

Control of the Property Tax

The first sign of a new era in state-local relations came in 1979 when the state established a
long-term fiscal relief plan that involved the transfer of property tax from school districts to other
local governments.  Then, in 1988, as part of a realignment of the financing of the trial courts, the
legislature shifted property taxes from counties to selected cities that had either no shares or very
small shares of the property tax (these are known as the "no and low" property tax cities).

The set of state activities that indicated increased state control of local finance were the two
formula changes in the property tax allocation, one in 1992-93 and the other in 1993-94.  The net
result of these changes was an ongoing shift of property taxes away from cities, counties, and special
districts to schools.47  The increase in the schoolsÕ property tax revenues decreased the obligation
from the stateÕs General Fund to the schools.  The absolute level of school finance was not affected,
but the stateÕs responsibility was reduced, while counties and cities felt the pain.

The rationale for this shift can be traced back to AB 8.  In that legislation, as earlier noted, the
state gave relief to local jurisdictions to offset losses suffered under Proposition 13.  AB 8 reduced
county health and welfare costs by increasing state aid and also shifted some of the property tax
revenues from schools to cities, counties, and special districts.  The state backfilled the schoolsÕ
property tax loss with money from the General Fund.  The state computes that the current value of
this annual AB 8 relief to local governments exceeds $6 billion.  When this is compared to the new
property tax shifts which are now about $3.4 billion per year, the stateÕs rationale is understoodÑ
local government is still receiving a net bail-out from the state for Proposition 13.48  Of course,
those local governments that had spent the last fifteen years using this money believed that it would
never end, and they were deeply affected when the shift occurred.

This shift was not simple.  County auditors are required to deposit some of the property taxes
that had previously gone to the local jurisdictions into a new, countywide fund for schools called the
ÒEducational Revenue Augmentation FundÓ (ERAF).  The ERAF funds are then distributed, by
formula, to schools.  The shift of property taxes into this fund essentially reflects the AB 8 benefits
that local jurisdictions had received and, as such, it led to a wide variety in the distribution of the tax
moneyÑfor example, almost twenty percent of the cities saw no shift in 1993-94 because they were
incorporated after 1978 and so never received any AB 8 assistance.  The average county lost about

46 As mentioned earlier, the state has also continued to enact a series of Trial Court financing
   reforms, with the latest, enacted in 1997-98, generating about $350 million in relief to cities and
   counties beginning in 1998-99.
47 Redevelopment districts also initially lost some property tax revenues; however,  this loss was
   quickly phased out.
48 Legislative AnalystÕs Office, 1996a, ÒReversing the Property Tax Shifts,Ó April 2, Sacramento,
   California.
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40 percent of its property taxes (about $50 to $70 per capita), although some counties lost
considerably moreÑfor example, Los Angeles County lost about $100 per capita.49

Some mitigating measures were passed that helped local governments accommodate at least a
portion of the shift.  The 1/2 cent sales tax that the state imposed to help solve the 1991-92 budget
gap and that was to sunset in July 1993 was ultimately retained (it took a statewide vote in November
1993 to do so) and was given to the counties to re-allocate to the cities and the county based on the
extent of property tax transfers.  In 1995-96, this 1/2 cent sales tax raised about $1.5 billion for
counties and about $90 million for cities, offsetting about half of the ERAF shift.  There is a good
deal of variation among counties in these replacement revenuesÑfor example, Alpine County had
about 99 percent of its ERAF shift replaced, Sierra County had about 30 percent replaced, and Los
Angeles County had about 40 percent replaced.50  This sales tax is earmarked for public safety and
now has a maintenance of effort requirement.  There were also some increases in the vehicle license
fee subventions to cities and counties and a mandate relief bill that allowed counties to reduce General
Assistance by about 25 percent if the county could demonstrate that it was in significant financial
distress.

Again, note the centralization of fiscal power in this history.  Clearly, the property tax is now
really a state taxÑcombined, cities and counties now get only 30 cents out of every dollar paid in
property taxes.  Further, the state ignored chances to lessen the shift in property tax revenues and
has continued with its own agenda.  Even in its mitigating help, the state has mandated how the sales
tax revenues are to be spent.

Sorting Out the State-County Relationship

Although Proposition 13 highlighted the controversy between state and local control, the issue
of the state-county relationship has been with us since the adoption of the 1849 constitution.  As
mentioned earlier, counties act as agents of the state for a variety of health and social service
programs.  This relationship varies on a program by program basis and changes over time.  For
example, the 1991-92 state budget initially faced a $14.3 billion gap between expected revenues and
ongoing expenditure requirements.  As part of the solution of this deficit, the state ÒrealignedÓ some
responsibilities between the state and the counties.  The counties would receive extra revenues and, in
return, would absorb extra responsibilities from the state.  This was a formal response to a series of ad
hoc cost and revenue shifts from the state to the counties during the 1980s that led to a complex
system of health and welfare finance.51  Realignment was an attempt to sort out this system in a
more rational manner.

Realignment had three components:  program transfers from the state to the counties; changes
in some cost-sharing ratios between the state and the counties, and increases in the state sales tax and
vehicle license fees that were earmarked for the transferred programs.  The major activities
transferred included mental health, public health, and indigent health programs.  The cost-sharing
changes, some of which were quite dramatic, were nearly all in the social service area.  For example,

49 Legislative AnalystÕs Office, 1996a, Ibid.
50 These are 1993-94 numbers, after Proposition 172 had taken full effect.  For 1997-98, Alpine had
   dropped to 57 percent of its ERAF shift, Sierra had risen to 57 percent, and Los Angeles had about
   46 percent of its losses replaced.  Also note that Trial Court funding relief is not included in these
   calculations.
51 See the Legislative AnalystÕs analysis of realignment in ÒMaking Government Make SenseÓ, 1993,
   The 1993-94 Budget:  Perspectives and Issues, Sacramento, California:  Legislative AnalystÕs Office.
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AFDC-Foster Care went from 95 percent state-funded to 40 percent state-funded, In-Home
Supported Services went from 97 percent state- funded to 65 percent state-funded, and the state
welfare-to-work program (GAIN) went from 100 percent state-funded to 70 percent.   The state did
increase its share for AFDC-Family Group and for county administration.  The state did not
relinquish its authority to set eligibility criteria for these programs, so counties did not recognize an
increase in control for the crucial elements.  The total increase in county expenditures was estimated
to be slightly more than $2.2 billion.52

To cover this cost increase, the state raised its sales tax by 1/2 cent and increased the revenues
to the counties from vehicle license fees, increasing the depreciation schedule so that higher valued
vehicles paid more in fees for a longer time.  The revenue stream that the counties received from
these sources was generally earmarked for specific programs, and they had only a limited ability to
transfer revenues among programs.  Originally, it was anticipated that there would be enough money
raised by these increases in taxes and fees so that the counties would be held harmless.  However,
principally because of the recession, there was an immediate shortfall of about $150 million, and this
would grow to about $229 million in the following year.53

Realignment did provide a steady stream of revenue to the counties, and a degree of  flexibility
in its use.  Some also claim that it was a beneficial change for the counties, even if the revenues were
not as high as anticipated, because the state did not take the opportunity to make severe cuts in
social services.  Some mental health practitioners believe that the new-found stability in the revenues
for their programs have led to better resource allocation planning.  In addition, some of the more
expensive interventions in the foster care programs have declined.54

There has been no formal evaluation of realignment, although several years ago the Legislative
Analyst gave it generally acceptable reviews, with the caution that it was still evolving and careful
oversight was necessary (LAO, 1993).  This caution needs to be re-emphasized todayÑsome of the
programs no longer exist (for example, AFDC has been replaced by TANF) and with the expanding
economy, revenue flows have obviously changed.  Overall, realignment is a positive step in helping
define state-county relationships.  It illustrates that unexpected changes can be positive as well as
negative.  However, the underlying relationships, while perhaps clarified, have not changed:  the
county is still the agent of the state in providing services, the state still sets eligibility criteria for
most welfare programs and sets the formula for how services are to be financed; for example, as the
counties discovered this year, the state can change the vehicle license fee.  Since it is unlikely that
any county could successfully increase its sales tax rate to fund health and welfare programs, and
since property taxes are immutable, the counties are still controlled by the state.

52 Legislative AnalystÕs Office, 1992, The 1992-93 Budget:  Perspectives and Issues, Sacramento,
   California, p. 107.
53 Karen Coker Kesslar, 1994, ÒRealignment Data Project Report #1,Ó  March 6. (Unpublished).
54 Jeffrey I. Chapman, 1995, ÒCalifornia:  The Enduring Crises,Ó in Steven D. Gold (ed.), The Fiscal
   Crises of the States. Washington, D.C.:  Georgetown University Press.
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4.  Conclusion:  Dealing with the Unintended Consequences

The three sets of consequences identified in this paper (fiscalization of land use, development of
arcane finance techniques, and the increase of state control over local finance) were not immediately
anticipated when Proposition 13 passed.  Taken together, these consequences have had dramatic
effects on governance in California.  Land use decisions are often based on fiscal effects, the public
finances of the state are impenetrable to citizens as well as many  experts, and cities and counties
have found themselves with less fiscal autonomy and thus are less likely to be able to respond to
citizen needs and preferences.  Outlined below is a policy and research agenda that policymakers and
interested citizens might consider for addressing these consequences.

Public Policy Reform Agenda

The core provisions of Proposition 13, the 1 percent tax rate limit, the acquisition-based
assessment system, and the vote requirements for state and local taxes will not be repealed in the
foreseeable future.  Any public finance policy reforms must take place in that context.  Further, if a
closer connection between the government and the citizenry is to be made, any reforms must also
deal with the system design questions of how legitimate decisions should be made and carried out.
The  following, non-mutually exclusive policy agenda should prove useful in confronting some of the
unintended consequences of Proposition 13.

Dealing with the Fiscalization of Land Use

Any reforms in this area should recognize that economic growth, job creation, and
environmental protection should be considered in land use decisions.   Raising the level of discussion
to include more than simply the local budgetary benefits of a particular land use choice would be an
important first step.

1.  Review development projects in a broader context.

Because of the increased importance of sales taxes for cities, there is a tendency for local
governments to encourage retail over residential construction.  Yet, CaliforniaÕs population
continues to increase, and somehow these new residents must be housed.  Developing a regional
context for making choices between competing land uses would be a step toward balancing the
economic and environmental needs of CaliforniaÕs urban regions.   For example, instead of focusing
on where development cannot occur, focus on where it should occur.

2.  Revise the current local sales tax allocation.

To prevent each jurisdiction from doing everything it can to attract retail commercial
development, often at the expense of alternative land uses, the fiscal effects on land uses could be
reduced by distributing a portion of the locally levied sales tax on a basis other than the situs basis as
it is now.  For example, if in an urban county an increment of the local sales tax was distributed on a
countywide basis, this increment could be allocated according to local agreements among the cities
and the county based on local needs.  A new system for allocating a part of the approximately $4
billion in locally levied sales taxes could go a long way toward ending the competition that has
developed over retail commercial development.
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3.  Clearly define the role of redevelopment.

Redevelopment activities and the role of redevelopment agencies are still controversial.  Part of
this controversy comes from the agenciesÕ initial charge to eliminate blightÑa concept that
apparently is very difficult to define.  Part of the controversy comes from the difficulty in
determining whether the agencies actually increase development, and part stems from the fiscal pass-
throughs and indirect  (and hidden) state role in their financing.  The precise task of redevelopment
agencies must be clarified; for example, should they continue to be constrained to deal only with
blight or should their mission be broadened to include the stimulation of new economic development.

Arcane Finance Questions and Options

Government needs money to do things, and somehow the money comes in.  The system, at least
today, does workÑbut at a cost.  This cost is that of confusionÑpublic finance is a mystery to most
citizens in California.   In the long run, this constellation of confusion and mystery cannot exist
without leading to undesirable governance consequences.  The inhabitants of California need to have
some understanding of how this finance system works.  Under the current system, this is nearly
impossible.

1.  Revise the property tax allocation system.

The property tax allocation system contained in AB 8 needs to be reconsidered in light of the
fact that the mix of local agencies and the services they provide and finance is different from what
existed when the allocation system was designed 20 years ago (part of this change has occurred, of
course, because of the existence of AB 8).  Certainly a principal objective of a new system should be
simplicity.  A more comprehensive solution could be developed if a new property tax allocation
system were developed along with a revised sales tax allocation system.

2.  Ensure that new debt instruments are understood and issued within reason.

Certificates of Participation, Mello-Roos districts, and other financing instruments are all part
of contemporary development finance. People in office should be challenged by voters to explain
publicly what they are doing when they vote to issue COPs or allow developers to issue Mello-Roos
debt.  Legislative actions that issue debt should be publicized and a running total of issued debt should
be released to the press after each legislative hearing.  However, there is no need to go to the voters
every time a new issue is considered.  A policy of ÒreasonablenessÓ is worthwhile in this area.

3.  Revise the K-14 finance system by providing more local discretion.

K-14 education is financed in an extremely complex manner.  There has been some movement
toward simplifying some components of this system through the increased use of block grants, but
the system itself is a true Òblack box.Ó  K-14 education finance should be simplified and then
explained.  The ultimate goal of a reconsideration of the financing mechanisms should be to increase
discretion at both the district and individual school levels.  To hold the education system accountable
for its product without giving it the ability to make choices is inherently unfair.  Part of the ability
to implement change revolves around financial discretion.

State-Local Finance Questions and Options

State and local governments are entwined in a complex system. There are two aspects of this
system that merit attention.  One is the control of locally levied taxes by the entity that levies the



- 27 -

tax, and the other is the alignment of state programs that need local administration.  The latter issue
principally involves the state-county relationship.

1.  Establish a forum for state-local relations.

There needs to be a formal and public recognition of the financial interdependencies of the state,
counties, cities, school districts, and special districts.  California should, like a majority of other
states, establish an independent State Advisory Commission on Intergovernmental Relations.  The
California Council on Intergovernmental Relations served such a role until the mid 1970s when it was
terminated.  This commission could do everything from keeping data in an accessible format to
conducting special studies on particular subjects.  Any major legislation that has an
intergovernmental fiscal aspect should be analyzed by this commission.

In order to continue the sorting out of the state-county relationship, the commission would also
serve as a forum to continue the discussion of the  "realignment" of state and county financing and
program responsibility.  In addition, this forum would be the proper place to develop a
comprehensive reallocation of state and local government responsibilities.  This recommendation is
similar to that of the California Constitution Revision Commission, which called for the
development and adoption by the legislature of a State-Local Realignment Plan.

2.  Enhance local control over local finances.

There is a constant dynamic tension between the state and local governments.  In some respects,
this benefits the people of California because it ultimately forces each unit of government to justify
its actions.  However, this tension has also led to a decline in the ability of  the governments in
California to act for the benefit of residents. Further, residents have become disconnected from the
taxes or charges they pay and the local officials spending their money.  This situation could be
improved by ensuring a greater degree of local autonomy that is still responsive to state goals.  Local
governments need a revenue source that is stable, predictable, and controllable; and the use of that
source must be accountable to the citizens.  Before Proposition 13, that source was the property tax.
A revenue source for local governments that would better connect the taxpayer and the
governmental agency would go a long way toward restoring community-based decisionmaking and
mitigate the negative effects of the state-controlled local finance system.

Policy Research Agenda

There is limited research dealing with the growing disconnection between citizens and their
governments.  If the public finance system is the major determinant of development, if the local
finance system is not easily understood, so that it is unclear how taxes and fees are used, and if local
governments cannot respond to differing or changing  citizen preferences because of state control of
local finances, then citizens can easily develop a profound distrust of government. It is not that the
voter believes that government is inherently evil; rather, the citizen simply doesnÕt understand how
government relates to the individual and may believe that it is out of control, irrelevant, or
unthinking and unperceptive.  A research agenda focusing on the effects these unintended
consequences have on citizen behaviors should be developed, centered around the following informal
questions:

• Does the distrust and constraints faced by elected officials as well as public administrators
result from these fiscal effects?
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• Is the decline in voting participation rates related to these same effects?

• Are there specific projects that are not undertaken because of the lack of understanding
as well as distrust of the finance system?

The unanticipated consequences of Proposition 13 increased the complexity of the public
finance system, and the implications of this financial complexity affect our entire system of
governance.  These implications need to be examined.
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ITEM #7 
Date:  April 4, 2005 

 

To:  Joint Policy Committee 

 

From:  Regional Planning Program Director 

 

Subject: Regional Planning Work Program, First Six-Month Progress Report  

 

 

At its meeting of September 24, 2004, the JPC approved an initial work program for what was 

then the joint ABAG-MTC regional planning program. Included in that program was a progress 

report scheduled for April 2005.  This is that report. 

 

As I anticipated in my September report to the JPC, the initial work program has been a learning 

exercise.  No one, no where has had experience with a multi-agency regional planning program 

quite like this one.  The first few months have involved a great deal of exploration:  of what is 

and what is possible.  As with most exploration, not all of the paths have led to goldmines, and 

this is reflected in mixed results relative to some of our initial objectives.  However, we now 

have a much better appreciation of the territory and are positioned for substantial advances over 

the next few months. 

  

One very pleasant surprise is how well the Joint Policy Committee members have worked 

together.  I have seen few signs of the inter-agency acrimony I was warned to expect.  The 

members of the Committee deserve a great deal of credit for rapidly getting down to the business 

of regional planning, leaving past conflicts behind. 

 

In the first six-month program, there was a heavy emphasis on the Regional Planning Program 

Director as the primary staff resource.   While the Task Force report which set up the JPC 

assumed staff contributions from each of the member agencies, we did not want to disrupt work 

programs in MTC or ABAG that were committed before my arrival.  Our expectation was that 

over time we would build to more joint work program activities, involving fairly substantial 

resource commitments from the member organizations—but only as previous commitments were 

completed.  We are just now reaching the point where a refocusing of agency efforts is possible.  

 

The first six-month program had eight elements.  Progress is reported below relative to the 

objective for each element. 

 

1. Objective: Initiate process for local confirmation of the regional vision (Smart Growth 
Strategy / Regional Livability Footprint Project) and local implementation of a 

voluntary regional interest statement for major project review. 

 

I prepared a draft voluntary regional interest statement for major project review (the 

Smart-Growth Checklist), but an attempt to pursue local confirmation of the regional 

vision through local planning directors did not work out.  Potential participants were 
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unenthusiastic and skeptical, and it became obvious that more was required to get local 

governments to meaningful commitment. 

 

As several JPC members have observed, nominal confirmation of the vision will not 

achieve the level of local commitment which the JPC is seeking and which the region 

needs. Localities need to buy-in to the vision with actions as well as words.  I am, 

therefore, working with the agency executive directors on a proposal for establishing a 

capability to make meaningful connections with local governments on the smart-growth 

initiative and on pursuing the initiative through these connections over a continuing 

period.  This involves explicit recognition that effective pursuit of the vision through 

local governments cannot be a one-shot deal.  There will need to be consistent and 

vigorous follow-up to support local initiatives and to ensure that smart growth is actually 

happening.  Within resource constraints, we are looking at ways of establishing an 

assured capacity for an effective local-government connection with continuing follow-

through.   

 

2. Objective: Prepare ABAG-MTC regional planning bill proposals and legislative 

strategy for 2005-2006 session of the State Legislature. 

 

The JPC approved an initial consolidated legislative approach at its September meeting.  

The expectation was that this approach would not bear fruit until 2006.  However, we 

have identified several bills introduced in 2005 that are consistent with the JPC’s 

directions and upon which we can build.  These are being pursued through normal 

agency legislative channels, but with increased communication among the three member 

agencies.  We have also initiated an informal mechanism to share notes with other Bay 

Area organizations pursuing smart-growth legislation, and have enhanced our ability to 

respond to legislative opportunities. 

 

3. Objective: Provide JPC review and comment on pre-existing MTC or ABAG work 

program items related to implementation of the Smart Growth Strategy/Regional 

Livability Footprint Project. 

 

The JPC has had an opportunity to review and comment on several member-agency 

initiatives related to the implementation of the regional smart-growth vision.  Principal 

among these, of course, is MTC’s draft Transit-Oriented Development Policy.  The JPC 

has become the central and primary locus of TOD policy review and refinement and is 

expected to make recommendations to MTC around mid year. 

 

The JPC has also reviewed ABAG’s policy-based Projections 2005 and smart-growth 

monitoring program and has looked at the implications of smart growth on MTC’s 

transportation modeling results.  The JPC has received a presentation on the Bay Area 

Ozone Strategy, upon which it will ultimately have to recommend; and it has taken 

preparatory looks at the Regional Transportation Plan and at new requirements related 

to the Regional Housing Needs Determination.  Bill 849 requires that the JPC play a 

major role in the preparation of all these documents.  In anticipation of an eventual need 
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to refine the smart-growth strategy, the Committee has also received a presentation on 

land-use requirements related to regional goods movement. 

 

4. Objective: Develop a mechanism and process for regional planning comment on 
significant projects. 

 

In December, the JPC received a report describing present and past practices for 

reviewing and commenting on significant projects, analyzing options for returning to a 

more active review and comment role, and recommending an initial cautious approach.  

There was not a consensus on the recommendation, and therefore an alternative tack is 

required.  We are exploring the possibility of testing out a more assertive review and 

comment model through a few well-selected test cases.  These will help us all better 

understand the role which regional review and comment might play in assisting both the 

regional interest and local governments.    

 

5. Objective:  Develop a communication strategy to build wider understanding and 
support for the regional planning vision. 

 

We have been monitoring the responses to the TOD outreach program and to various 

other “smart-growth” developments around the region to get a better handle on public 

information gaps and communication needs.  This will assist in building a more 

informed communication strategy at the appropriate time, which we suspect is sometime 

after we build a better connection with local governments.  We have concluded that 

those governments have a very important role to play in whatever vision-related public 

communication we eventually undertake.  We have noted that there is a vast amount of 

smart-growth information out there, much reported in mainstream media.  Our task will 

be to focus on new, value-added communication uniquely motivating for the Bay Area. 

 

In the interim, we have undertaken a few communication efforts to explain the JPC and 

its role and in that process provide some background on the vision and its rationale.  

This has mostly consisted of presentations to groups and conferences and an occasional 

media interview.  The JPC web site started out as an afterthought, but now has been 

reorganized to provide a consistent and reliable source of information about the Joint 

Policy Committee and its work. 

 

6. Objective:  Assemble implementation tool kit. 
 

The “tool kit” has grown into a “tool store.”  After I began to research implementation 

tools, I quickly realized that there is a wealth of smart-growth resources out there—some 

even specific to the Bay Area—and we do not need to reinvent or even republish these 

under our brand.  The most helpful thing we can do is provide an intelligent and 

organized mechanism for accessing the existing resources.  I have, therefore, designed a 

simple interactive database structure that permits one to select and quickly review a list 

of potentially relevant resources by tool or topic.  The structure has been implemented 

with an initial database that is structured to grow as we discover additional useful 

resources.   I judge this electronic database approach to be much more useful than 
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putting together a standard book, which has a limited shelf life and may or may not have 

applicability to issues users are facing at any particular moment in time. 

 

Sharing the database among member agencies and with the broader Bay Area planning 

and development community cannot occur until ABAG completes some improvements 

to his database-related web-hosting facilities to deal with security issues presented by the 

database’s interactivity.  Work on this cannot begin until mid or late summer.  In the 

meantime, I will continue to grow the database and refine its structure.  Although 

sharing the database with others has proven more difficult than I had hoped, it has 

already benefited other work on, for example, understanding and organizing the existing 

universe of smart-growth incentives. 

 

7. Objective:  Identify areas of focus for regional implementation resources. 
 

This objective has been subsumed under a broader objective of reallocating regional 

planning resources to serve the joint program   The manner in which resources are 

focused depends on the quantity of resources available to focus.  The three executive 

directors and I are actively discussing the realignment of regional planning resources as 

mandated by the MTC-ABAG Task Force final report and SB 849.  We hope to report 

back to you soon. 

 

8. Objective:  Initiate monitoring and evaluation. 
 

I built a small data set and undertook a study to monitor and evaluate one aspect of the 

region’s implementation of smart growth:  this is the production of new, higher-density, 

multi-family housing.  The data set can be updated on a regular basis, and will provide a 

continuing tool for tracking progress on this important smart-growth variable. 

 

However, I also determined that there is a dearth of readily available administrative data 

that will help us track many other important, but more subtle aspects of smart growth, 

particularly between decennial censuses and at a level of detail appropriate to the 

Vision’s “Network of Neighborhoods.”   

 

The ABAG Research Department has a preliminary smart-growth monitoring program 

in place, concentrating at the moment on local-government policy surveys, and will 

report to the JPC soon on an initiative to improve this program.  The ABAG Planning 

Department has applied for a grant which would permit it to explore the expansion of 

monitoring with the participation of other Bay Area organizations interested in smart 

growth and sustainable development.   

 

Second Six Months 

 

While there has been substantial progress, none of the objectives identified in September has 

been absolutely completed and all remain important to Vision implementation.  It is appropriate 

to continue to maintain these objectives as guideposts for the second six months of the JPC 
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regional planning program.  Four priority areas require particular emphasis over the next one-

half year: 

 

1. Development of an appropriately resourced and assured capability to work directly with 

local governments on smart-growth implementation, in association with the resolution of 

multi-agency resource allocation as required by the ABAG-MTC Task Force final report 

and SB 849; 

 

2. Completion and initial implementation of the TOD policy; 

 

3. Completion and publication of the on-line database of smart-growth resources; 

 

4. Maximum positive influence over the opportunities provided by new legislation. 

 

Recommendation 

 
I RECOMMEND: 

 

THAT the JPC confirm the above objectives and priorities to guide the second six months of the 

JPC Regional Planning Program. 
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ITEM #8 
Date:    April 5, 2005 

 

To:  Joint Policy Committee 

 

From:  Regional Planning Program Director 

 

Subject: Smart-Growth Incentives for Neighborhoods 

 

 

The Joint Policy Committee has requested information on smart-growth incentives.  This memo 

is the second in a series intended to lay out a framework for understanding and organizing 

incentives and describing what is presently and potentially available to encourage smart growth.  

The first memo in the series inventoried incentives applicable to local government.  The third 

will describe encouragements for developers and investors.  This current memo deals with what 

may assist neighborhoods in accepting infill development and associated community change.  

Together, the three memos will comprise a broad menu from which the JPC, its member 

agencies, and others may explore and choose various incentives to facilitate the smart growth 

vision. 

 

1.  Neighborhoods and Smart Growth 

 

Central to the smart growth idea are infill and redevelopment within existing communities.  This 

kind of compact growth helps the region employ existing infrastructure more efficiently, it 

reduces potential commute distances, and it supports the continued economic and social health of 

those existing places—reversing the trend to abandon and throw away older, inner areas.  

Unfortunately, residents of existing neighborhoods often oppose new development and are 

successful in defeating proposals before commissions, councils or boards or in discouraging 

developers from proceeding with their plans.  Sometimes community opposition results in 

litigation, which can be time-consuming and expensive.  Projects that are not abandoned may be 

modified to the point of grossly under-fulfilling their potential to serve smart-growth objectives. 

 

Opposition generally stems from two root causes:  (1) fear of displacement as the result of 

gentrification; and (2) a more general fear of change which can be exhibited in a multitude of 

economic and quality-of-life concerns.  The second fear is pejoratively described as NIMBYism, 

though that broad label may at times be too dismissive of genuine issues which should and can 

be resolved.  Effective neighborhood incentives need to address one or both of these causes, 

depending upon the specifics of the situation. 

 

2.  Incentives to Neighborhoods 

 

As with incentives for other actors in the development process, incentives to neighborhoods can 

be arrayed along a continuum from intangible to tangible.  There are some quite tangible 

incentives available to encourage neighborhoods to accept growth and change, but many of the 

most effective neighborhood incentives tend toward the intangible end of the continuum.  This 
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memo lays a foundation with some of these more intangible incentives and then works up the 

ladder of tangibility. 

 

2.1   Involvement in the Planning Process 

 

People and communities are generally more accepting of change if they have a role in designing 

it.   Community participation allows residents and businesses to build indigenous neighborhood 

objectives into the planning and development process, to identify and mitigate potential negative 

impacts, and to achieve some co-ownership of the results.  The plan is not just the developer’s 

plan, or the city’s plan, but the community’s plan. 

 

Community involvement in the planning process can take a variety of forms and can be arrayed 

over a broad spectrum of community ownership.   In the context of contemporary open 

government, minimum community ownership is achieved by the ability to react and comment.  A 

more meaningful, medium level of shared buy-in is achieved by inviting people to participate in 

a structured planning exercise, such as visioning and goal-setting sessions or design charettes.   

Maximum ownership is attained when communities are given some control over the planning 

process through an institutional mechanism like a neighborhood planning committee, which may 

oversee the entire process and make formal recommendations to decision makers.  The last 

alternative permits the most in-depth discussion and informed negotiation of plan options. 

 

The last alternative, a structured committee process, is also the most time-consuming and is 

frequently perceived as the most risky, because it requires some sharing of control.   However, 

all levels of neighborhood involvement include some element of risk.  The character of the risk 

varies as well as the magnitude.  Minimum community involvement and minimum co-ownership 

of the planning process may result in a binary, all-or-nothing risk situation.  The plan or project 

will either proceed or not, depending on the persuasive or political powers of opposing sides.  In 

the negotiated result more typical of a good planning-committee process, neither side gets 

everything it wants, but there is a compromise respectful of both community and extra-

community objectives. 

 

Good neighborhood planning requires very careful organization.  All participants must clearly 

understand and accept their role in decision-making (particularly acknowledging who is 

responsible for the ultimate decision—usually a duly elected local council or board); and all 

relevant interests must be effectively represented around the table, not just present local interests, 

but also city-wide and regional interests which may have a longer-term stake in the outcome. 

 

The benefits of community involvement in planning are explicitly recognized by MTC’s TLC 

program, which requires as a first criterion that projects “are developed through a collaborative 

and inclusive planning process that includes broad partnerships among a variety of 

stakeholders.” 

 

2.2   Information 

 

Neighborhoods frequently worry about the negatives which new development will bring: 

increased traffic congestion; more parking on the streets; pressure on schools, parks, recreation 
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centers and other neighborhood infrastructure; reduced property values (or increased rents); 

reduced privacy and loss of sunlight access as the result of higher, larger buildings; decreased 

safety and security because of more and different people.  Some of these worries are real, others 

are mythical.  Some concerns are invented as proxies for baser, socially unacceptable fears that 

are seldom uttered. 

 

Within this context, a lot of information will be greeted with skepticism, some will be dismissed, 

and much will be ignored.  Nevertheless, the proponents of change are best advised to provide as 

much objective information about the impact of change as they can.  This will help feed 

intelligent debate and allow the un-predisposed to make up their minds with more confidence 

than otherwise.  Information has both intrinsic and symbolic value:  it informs the decision and it 

exhibits sensitivity to neighborhood issues. 

 

2.3   Incidental benefits 

 

One specific class of information relates to the spillover benefits which new development can 

provide to surrounding and adjacent neighborhoods.  Depending on the scale of infill or 

redevelopment, these can be substantial and might include: 

 

• Increased market for existing and new stores, shops, theaters and restaurants (from which 

existing, as well as new residents can benefit); 

 

• New jobs which can be filled by existing residents and their children; 

 

• More foot traffic and eyes on the street, which can help improve perceived and real 

safety; 

 

• New students that can help keep a neighborhood school open; 

 

• New transit riders that can help justify a higher frequency of service; 

 

• Neighborhood image and proximity effects, which may buoy up the values of all 

neighborhood properties; 

 

• A generally more diverse and interesting place in which to live and interact. 

 

2.4   New neighborhood amenities and infrastructure 

 

New development is frequently required by CEQA and by local regulations to mitigate its 

impacts on the surrounding area.  Public and private investment in association with new 

development may also be used to ameliorate undesirable conditions which existed before the 

development or simply to provide new amenities and other goods that make the change more 

palatable to the broader neighborhood.  Among the enhancements which new development may 

provide to its surrounding neighborhood are: 

 

• Open space, developed parks and other recreation and cultural facilities; 
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• New sidewalks and better pedestrian and bicycle connections, particularly to transit; 

 

• Attractive street furniture, new pavement, street trees and landscaping, and improved 

street lighting. 

 

2.5   Displacement mitigation 

 

At the heart of the gentrification issue is the fear that the rising tide will not float all boats 

equally; that existing residents and businesses will not gain from neighborhood improvement but 

instead will be forced out by those able and willing to pay higher prices for newly improved or 

revalued properties.  While not perfect, some mechanisms are available to assist those with lower 

incomes stay in the neighborhood and benefit along with new residents and businesses.  Among 

these are: 

 

• A municipal requirement that developers provide an allocation of replacement housing at 

affordable rents or ownership costs; 

 

• Location-efficient mortgages, which permit those with easy access to transit to qualify for 

higher mortgages by virtue of the fact that they require a lower percentage of their 

income for automobile commuting expenses; 

 

• Modification of zoning ordinances to permit secondary, accessory units; providing lower-

cost accommodation for renters along with mortgage helpers for lower-income 

homeowners; 

 

• Tax abatements or deferrals for long-time homeowners, reducing the possibility that high 

property taxes will force sales and move-outs (In California, one of the few advantages of 

Proposition 13 is its mitigating impact on tax-driven displacement); 

 

• Performance-based building codes which encourage the cost-efficient rehabilitation of 

existing units over replacement or abandonment; 

 

• The use of Community Development Block Grants (CDBG) and other government 

subsidies for housing investments and revitalization efforts targeted to low-income 

residents in existing neighborhoods; 

 

• Linked deposits for housing rehabilitation, wherein local government accepts a lower-

interest on some of its bank deposits in turn for banks issuing lower-interest loans to 

assist housing rehabilitation in the community; 

 

• Community land trusts, where non-profits own the land and home-owners purchase only 

the improvements, thus reducing the cost of home ownership; 
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• Non-profit, community-based development corporations, which accept lower than market 

returns in exchange for the ability to pursue community economic- and social-

development objectives. 

 

2.6   Development participation 

 

Land trusts and community-based development corporations point to an emerging but very 

tangible class of incentives:  direct community participation in the economic benefits, even the 

profits, of development.  While community-based development has been most prevalent as a 

bootstrap technique in lower-income neighborhoods, there are a few examples of neighborhood 

partnerships pursuing development profits in more affluent communities. 

 

A few neighborhoods have organized property pools, wherein neighbors join their parcels 

together to create an attractive development site for higher density.  The neighbors, rather than a 

developer, then reap the land-value increment resulting from assembly.   

 

While principally used to date to help preserve historic landmarks, open spaces and other 

community assets, transfer of development rights (TDR) might also be used to help neighbors 

preserve their existing homes while participating directly in the financial results of higher-

density development.  It might work something like this:   

 

• the local government provides a small increment of zoned density across a broad 

neighborhood area (for example, the permitted floor area ratio (FAR) is increased from 

0.6 to 0.8 in area where most homes are already developed to 0.6); 

 

• the local zoning also permits property owners to transfer all or part of their incremental 

density (in square feet) to a recipient site and for that site to amass density up to a 

designated maximum (say 2.0); 

 

• the owner of the recipient site compensates the owners of donor sites at a market rate per 

developable square foot; 

 

• the recipient site is developed at an incrementally higher density than the surrounding 

neighborhood, with existing owners reaping direct financial benefit. 

 

Obviously this kind of incentive cannot be implemented casually.  Without a great deal of care, it 

could set up a destructive dynamic among neighbors, particularly if some neighbors chose to 

participate in the transfer scheme and others did not.  Depending on one’s position or perspective 

in the development process, it could be perceived as either blackmail or bribery.  And the 

distribution of recipient and donor sites would have to be subject to a meticulous land-use plan.  

However, in the context of an inclusive, consensus-based plan, a cautious and limited TDR 

scheme may be an effective means of creating more neighborhood winners and fewer perceived 

losers in the redevelopment game. 
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3.  Conclusion 

 

A number of incentives are available to help neighborhoods accept infill, redevelopment and 

associated change.  By far the most effective and least paternalistic are those which the 

neighborhood designs for itself through a challenging, inclusive planning process.  The JPC has 

already gone on record in support of state funding for specific plans, and the draft TOD policy 

proposes the use of MTC TLC funds for specific plans around transit stations.  A well-planned 

community, planned with existing community residents and businesses but also mindful of future 

regional needs, may be its own highest incentive. 

 



ITEM #9 

SMART GROWTH LEGISLATION 
2005-2006 LEGISLATIVE SESSION 

 

NEW INCENTIVES 

 
SB 223 Infill Housing 
Introduced by: Senator Torlakson  
 

Establishes the Job-Center Housing Planning Program to be administered by the Department of 
Housing and Community Development for the purpose of providing loans, to the extent funds are 
made available for this purpose, to cities, counties, and cities and counties to adopt specific plans 
or equivalent planning documents that provide for additional infill housing opportunities. 
Specifically SB 223 would: 

� Require, as a condition of loan eligibility, that a specific plan or equivalent land use plan 
meet specified criteria, including that it cover an area that is predominantly urbanized and 
served by public transportation and that it allow for the development of at least 200 new 
housing units in a non metropolitan area or 500 new housing units in a metropolitan area.  

� Limit the amount of a loan from the fund to $1,000,000 for a term of not more than 10 years 
at 3% simple interest, except that the department would be permitted to forgive interest or 
principal, or both, on the loan or extend the term of the loan.  

Status: In Appropriations Suspense File. Last amended on April 12
th
. 

 

SB 521 Local Planning:  Transit Village Plans 
Introduced by: Senator Torlakson  

 
This bill adds a new condition of economic blight which applies only to transit village 
developments: economic blight can exist if there is a lack of high density development within a 
transit village development district. However, this bill also places nine requirements on the use of 
this new condition, including limiting its use to 11 rail transit agencies and requiring that           
the California Infrastructure and Economic Development Bank make a finding that the property 
within the transit village development district cannot be developed by private enterprise or 
government action, or both, without the use of redevelopment. This bill also expands "use by 
right" to parcels within a transit village development district designated for multifamily 
residential development, thereby creating a CEQA exemption 

Status: In Appropriations Suspense File. 

 

AB 350 Jobs-Housing Opportunity Zones 

Introduced by:  Assembly Member Matthews 
 

Authorizes cities and counties to create infrastructure financing districts (IFDs) in designated 

jobs-housing opportunity zones to finance public facilities in the five-county Interregional 
Partnership area of Northern California. Specifically, it will: 

� Allow the Counties of Alameda, Contra Costa, Santa Clara, San Joaquin, and Stanislaus, and 
cities within those  counties, to create IFDs in "jobs-housing opportunity zones" selected by 
the Interregional  Partnership Pilot Project for the purpose of mitigating current and future 
imbalances of jobs and housing.  
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� Authorize the IFDs established in the jobs-housing opportunity zones to use tax increment 
financing to fund public works.     

� Require the California Infrastructure and Economic Development Bank to review and approve 
a proposed infrastructure financing plan submitted by a city or county or return it for changes. 
The bank would be required to approve not more than 3 proposed infrastructure financing 
plans commencing with the 2006-07  fiscal year, and 2 more thereafter beginning with the 
2007-08 fiscal year for a total of no more than 5 plans. 

Status: Passed Local Government Committee. In Assembly Appropriations suspense file.  

 

AB 986 Transit Oriented Development 

Introduced by: Assembly Member Torrico 
 

Requires the joint policy committee to prepare a plan identifying no more than 50 regional 
priority transit oriented development zones for the San Francisco Bay Area region. The report 
would be reviewed and approved by the Metropolitan Transportation Commission and the 
executive board of the Association of Bay Area Governments and submitted to the Legislature by 
January 1, 2007. In addition AB 986 would: 

� Authorize the governing body of a regional priority transit oriented development zone to 
establish a property and business improvement district or Mello-Roos community facilities 
district to facilitate the construction of infrastructure and higher density, mixed-use 
developments, and  

� Entitle a mixed-use development that is located within a regional priority transit oriented 
development zone that otherwise meets the qualifications for a density bonus to an additional 
density bonus of 5% above the bonus to which it is already entitled. 

 
Status: In Local Government Committee. Last Amended April 26

th
.  

 
AB 1203 Housing:  Regional Job Growth 
Introduced by: Assembly Member Mullin  

 
Declares the Legislature’s intent to authorize local governments to create “Greyfield” housing 
and investment zones in coordination with a regional process, in specific areas where additional 
job growth and high density housing is desired to match transportation, air quality, and other  
regional priorities. The created zones will have tax increment authority, access to transportation 
funds, future infrastructure improvement funds, and affordable housing funds.  
 
Status: Introduced, not scheduled for hearing. 

 
SB 673 CEQA legislative intent housing projects 
Introduced by: Senator Denham  

 
Enables the Legislature to enact legislation to revise the requirements of CEQA governing the 
environmental review of proposed residential housing projects in urban areas that have 
demonstrated housing shortages. 

 
Status: Introduced, To Rules for committee assingment 
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SB 948 CEQA environmental impact reports – short forms 
Introduced by: Senator Murray  

 
Allows a short form environmental impact report to be prepared for a project subject to CEQA 
if it has been determined that the project meets specified criteria, including that the project 
consists of a residential development combined with one or more qualified urban uses, as 
defined, is located within the boundaries of an incorporated city or within an unincorporated 
area designated in an approved local general plan for and is consistent with specified land use 
requirements.  
 
Status: Introduced. To Committee on Environmental Quality 

 

AB 1387 CEQA Residential infill projects 
Introduced by: Assembly Member Jones  

  
Authorizes local governments to approve residential projects, not exceeding 200 units, on infill 
sites in urbanized areas without having to mitigate for traffic impacts if the transportation impacts 
are already covered by a general plan and associated EIR.   
 
Status: In Natural Resources Committee. Hearing canceled at author’s request 

 

AB 1259 Property Tax Revenue Allocation 
Introduced by:  Assembly Member Daucher 

 
Requires the county auditor to increase the total amount of ad valorem property tax revenue 
otherwise required to be allocated to a qualified city, qualified county, and qualified city and 
county, as defined, by a housing bonus amount. Also requires the county auditor to 
commensurately reduce the total amount of ad valorem property tax revenue otherwise required 
to be allocated to all other local agencies in the county by the countywide housing bonus amount, 
as specified.  

Defines a qualified city, qualified county, and qualified city and county as an entity that has 
exceeded 80% of the Regional Housing Needs Allocation. 

Status: In Local Government Committee. Hearing postponed at author’s request. 

 

MODIFICATIONS TO EXISTING INCENTIVES 

 
SB 832 CEQA Infill development 
Introduced by: Senators Perata, Lowenthal and Torlakson  

 
Broadens the current CEQA infill exemption for sites in cities with a population greater than 
200,000.  Provides an alternative to those criteria that currently exempts a residential project 
located on an infill site by increasing the exempted site size from 5 to 10 acres and the maximum 
number of residential units from 100 to 300, respectively, as determined by a resolution of the 
city council. 
 
Status: In Appropriations. Last amended May 4

th
. Set for hearing May 23

rd
. 
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AB 1450 Land Use: Density Bonus 

Introduced by: Assembly Member Evans 
 

Requires that units targeted for moderate-income households, as part of a housing development 
receiving a density bonus, be affordable at a rent that does not exceed 30% of 120% of the area's 
median income, and creates requirements for the continued affordability and resale of said units. 

 

Staff Comments: (Source: Legislative Analyst, Sullivan) SB 1818 (Hollingsworth, 2004) made 
significant changes to the state's Density Bonus Law by, among other things, raising the density 
bonus from 25% to 35% and extending the bonus to developers who include moderate-income 
units in condominium projects or planned developments. The stated purpose for including 
moderate income units was to encourage the building of units affordable to first-time 
homebuyers.   
 
The proponents of AB 1450 are concerned that SB 1818 contained insufficient guarantees for the 
continued affordability of moderate-income units past their initial sale. Density bonus law does 
include such guarantees for lower income units. They propose, amongst other things, to require a 
local government to ensure the "affordability" of all units that are used to obtain a density bonus 
for a period of at least 30 years. 

 
Currently local governments are permitted to make and enforce affordability covenants for 
moderate-income housing under inclusionary zoning ordinances. AB 1450 may be premature 
and/or unnecessary as SB 1818 has only been in effect since January - not enough time to 
determine whether the "abuses" of the moderate-income provisions cited by the              
proponents have occurred or will occur. 
 
Status: In Local Government Committee, hearing canceled at author’s request. 

                                                                 
SB 435 Housing Density Bonuses 

Introduced by Senator Hollingsworth 
 

Makes a number of technical, clarifying and substantive changes to density bonus law, including, 
but not limited to:  

� How the percentage of affordability for purposes of determining how the applicable density 
bonus is calculated by dividing the number of affordable units by the total number of units 
before any density bonus is applied. 

� That upon resale of a moderate-income unit, the local government shall recapture both the 
initial subsidy and a proportionate share of appreciation, unless in conflict with another 
funding source or law.   

� That a local government must grant incentives and concessions only to applicants for a 
traditional density bonus, not to applicants for a land donation density bonus. 

� That an applicant is entitled to one additional incentive or concession if less than 50 percent 
of the permitted density bonus will be utilized. 

 
Status: Passed Senate. In Assembly. 
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DISINCENTIVES: PRESCRIPTIVE/RESTRICTIONS ON PLANNING 
 

SB 575 Housing Development Projects 
Introduced by: Senator Torlakson  

 
Revises the conditions upon which a disapproval or a conditional approval of the housing 
development project is based. Requires a city or county to have met or exceeded its regional 
housing need for lower and moderate income housing before the jurisdiction disapprove an 
affordable housing development based on lack of need. 
 

Status: Passed Senate. In Assembly. 

 
SB 968 Land Use Planning:  General Plans 

Introduced by:  Senator Torlakson 
 

Requires a land use element to identify sufficient land to accommodate the jurisdiction's housing 
needs at appropriate densities through the end of the general plan's planning period. 
Makes a number of findings relating to the threat that the lack of housing poses to the state's 
competitiveness and prosperity, the need for comprehensive and long-term planning for housing, 
the need to reflect local needs and circumstances, and the need to support public services and 
infrastructure. 
 
Status: Passed Senate. In Assembly. 

 

AB 712 Land Use Densities 

Introduced by:  Assembly Member Canciamilla 

 

Modifies the circumstances that can trigger the requirement that a local government can make a 
housing density reduction finding.     

 
� Requires that every local jurisdiction with a general plan guarantee that its housing element 

inventory accommodate enough sites to satisfy its share of the regional housing need 
assessment (RHNA) throughout the planning period. 

� Requires a local government to make specified written findings supported by substantial 
evidence if it reduces housing density for sites identified in its housing element below the 
total housing unit capacity for its inventory. 

� Provides that, if the Department of Housing and Community Development (HCD) has 
utilized a specific density to determine a local government's compliance with the 
requirement that it plan to provide sites for the portion of its RHNA allotment not provided 
for in its inventory of existing sites, use of that specific density by the local government 
constitutes "lower residential density" and requires written findings.  

� Requires a local government to make specified written findings supported by substantial 
evidence if it reduces housing density below 80% of the maximum allowable residential 
density for a parcel not identified in its housing element. 

� Clarifies that the 80% limit on down zoning applies only to sites that are currently zoned 
residential, and that it is meant to apply specifically to jurisdictions that have failed to 
adopt a housing element.   

Status: Passed Assembly. In Senate. 
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AB 1367 General Plans:  Regional Housing Needs 

 Introduced by:  Assembly Member Evans 
   

Prohibits a state, local, or regional agency, or any other governmental entity from enacting 
regulations applicable to a city or county’s fair share of the regional housing need that are 
contrary to the land use determinations made in compliance with locally adopted land use 
initiatives. 

  
Status: In Local Government Committee. April 18

th
 hearing canceled at Evan’s request. Last 

amended on April 11
th
. 

 

IMPROVED PLANNING  
 

SB 44 General Plans:  Air Quality Element 
Introduced by: Senator Kehoe  

 
Would declare a legislative finding that air pollution is a serious problem and would require the 
legislative body of each city and county, including those in the San Joaquin Valley Air Pollution 
Control District, to either adopt an air quality element as part of its general plan or amend the 
appropriate elements of its general plan to include data and analysis, comprehensive goals, 
policies, and feasible implementation strategies intended to contribute to and complement other 
local, regional, state, and federal strategies to improve air quality no later than one year from the 
date specified for the next revision of its housing element.  

Status: In Appropriations. Last amended on May 9
th
. 

 

AB 1020 Planning:  Smart Growth Models 
Introduced by: Assembly Member Hancock  

 
Requires certain federally-designated metropolitan planning organizations and certain state-
designated regional transportation planning agencies to develop and implement improved 
regional travel models incorporating smart growth concepts and to undertake other related 
planning activities. In addition AB 1020: 

� Requires the department to provide all necessary financial assistance to these agencies. 

� Requires all transportation models used by state or regional agencies to be usable on 
personal computers and to be made available to the public.  

Status: Introduced, not scheduled for hearing. Made into two-year bill. 

 

AB 1464 CEQA Environmental impact reports: review 

Introduced by: Assembly Member McCarthy 
 

Requires a public review period to be at least as long as the period of review by a state agency 
and it would allow the state agency review and the public review to run concurrently. 
 

Status: Passed Assembly. In Senate Environmental Quality Committee 
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FINANCE: FISCAL REFORM 

 
SB 17 Property Tax:  Change in Ownership 
Introduced by: Senator Escutia  

  
Provides that for companies, other than publicly traded companies, when over 50% of the 
ownership interest in the company has been transferred to one or more persons or other entities, 
in one or more transactions during an assessment year, the real property owned by the company 
shall be reappraised to full market value.  

 
Status: In Senate Appropriations – hearing set May 17

th
. 

 

AB 1033 Property Tax Revenue Allocations 
Introduced by: Assembly Member Daucher 

 
This bill increases property tax allocations to certain county governments that received less than 
the statewide average percentage of property tax revenues for the 2002-03 fiscal year by 
transferring property tax revenues from the Educational Revenue Augmentation Fund (ERAF) in 
each qualifying county, beginning in 2006-07. 

Status: In Assembly Appropriations Suspense file. 

 
SB 1060 Local Government Finance 
Introduced by: Senators Campbell and Perata  

 
Authorizes two or more local agencies within a county to enter into a contract to exchange 
property tax revenues for Bradley-Burns sales and use revenues.  The contract requires the 
approval by a majority vote of the entire membership of the governing body of each affected local 
agency.   
 
Status: Passed Senate. In Assembly.. 

 
AB 1146 Local Government Finance 
Introduced by: Assembly Member Huff on February 22, 2005 

 
States the intent of the Legislature to enact the necessary statutory changes to authorize a county 
and cities within that require the board of supervisors of each county to negotiate with the 
governing body of qualified cities within the county to exchange allocations of transfer from the 
county treasury to those cities, an amount equal to a portion of ad valorem property tax revenues 
between apportioned to the county and those cities. By requiring counties and cities to engage in 
these negotiations, this bill would impose a state-mandated local program. If the Commission on  
 

Status: In Local Government Committee. Hearing canceled at author’s request.  
 

ACA 7 Local Governmental Taxation:  Special Taxes 
Introduced by:  Assembly Member Nation 

 
This measure would change the 2⁄3 voter-approval requirement for special taxes to instead 
authorize a city, county, or special district to impose a special tax with the approval of 55% of its 
voters voting on the tax. Status: In Appropriations. 


